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Abstracts 
   
Abstracts 
 
The purpose of this report is to find out the relationship between Hong Kong construction industry and 
the market condition of Hong Kong in the past 5 years (1993-97). 
 
Prior research showed that construction industry is an important contributor to the economic 
development of Singapore by helping to establish the infrastructure required for sustaining 
socioeconomic development (Ofori 1988). Although a number of researches were on the prediction of 
solvency, none was related to the construction industry in Hong Kong. Recently, Hong Kong has been 
facing economy difficulty, concern is aroused in the healthiness of Hong Kong business. Construction 
industry, being an important industry, deserves to study. 
 
To determine the relationship between market condition and the industry, we use the Capital Asset 
Pricing Model (CAPM). The results of CAPM showed that the financial performance of construction 
companies follow the movement of the market. We determine the change of financial position of Hong 
Kong construction companies by using the industrial average of the construction sector in Hong Kong 
and applying financial statement analysis techniques. We found from the financial statement analysis that 
most construction companies were not profitable and most of them had high gearing ratios. 
Questionnaires are sent to 22 listed construction companies to identify the possible factors that affect the 
Abstracts 
   
their performance. According to the view of these construction companies, their performance was much 
affected by the economic condition. 
 
These results are consistent in the way that the construction companies are not profitable during the 
periods. Long Debtor’s Day and high gearing position are  norms in construction industry. Most sample 
companies in our study follow these norms. The result shows that most sample companies follow the 
market to grow but the growth rate is not as rapid as the market. We recommend that the construction 
companies should better control their debt and expenses with great care so as to improve profitability and 
financial leverage. Through value management to achieve an effective management of change. 
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Chapter 1  Introduction 
 
1.1 Rationale 
 
During the past few decades, Hong Kong has established itself as a commercial centre. 
The quality and efficient urban infrastructure, utility services and transportation 
systems all combine to create a comfortable business environment in Hong Kong 
(Walker, 1990). Such an environment is an essential element to Hong Kong achieving 
its economic status. Hong Kong’s reputation as a commercial centre has partially been 
contributed by the construction industry. Turin (1969) deve loped a model to explore 
the relationship between construction and economic development. He mentioned that 
as basic infrastructure is completed, more attention is then paid to the development of 
manufacturing and commerce which in turn, stimulate more cons truction work. 
Economic development essentially begins with the construction of basic infrastructure 
in transport, mining, communications, housing and agriculture (United Nations Centre 
on Transnational Corporation, 1989). 
 
In Singapore’s economy, construction industry plays an important role (Ofori, 1988). 
It has established the infrastructure required for sustaining socioeconomic 
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development while being a major contributor to the overall economic growth of 
Singapore in most years. In fact, Field and Ofori (1988) asserted that the industry 
should not simply be perceived as providing infrastructure and solutions to problems 
of shelter, but also as a potentially leading sector in the change process which 
stimulates the economy and alleviates unemployment. A strong relationship appeared 
between construction industry and the economic environment. 
 
In Hong Kong, the contribution of the Industry section to the Gross Domestic Product 
(GDP) has dropped from 20.9% in 1992 to 15.5% in 1996. However, there was a 
slight rise in the construction portion of the Industry section from 5.1% to 5.8% 
during the period (Census and Statistics Department Hong Kong Special 
Administrative Region, 1998). With the construction of Airport Core Project, such an 
increase can easily be understood. 
 
With the completion of infrastructure projects, and the economic downturn, it is 
difficult to be optimistic on the prospect for the construction industry. The local 
government’s previous interventions to cool high property prices and the banks’ 
policy on mortgage loan have also affected the construction industry. Important as the 
construction industry in relation to the Hong Kong economy, it would be worthwhile 
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to see how sensitive is the industry to the change of the economic environment of 
Hong Kong. 
 
1.2 Objectives 
 
To investigate the change in the construction industry, we evaluate the change and 
trend in the financial position1  of the Hong Kong construction companies by 
comparing them with the overall performance of the construction industry. Our  
objectives are: 
A) To find out the relationship between the construction industry and the economic 
environment of Hong Kong. 
B) To make recommendations with the aim to improve the performance of 
construction companies. 
The prediction of solvency in Hong Kong construction companies will not be 
included in this study. 
                                                 
1 ‘Financial position’ represents the profitability, liquidity and solvency of a company. (see Appendix 
A for detail) 
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1.3 Organization of Chapter 
 
In chapter 2, we will review the literature on the usefulness of financial ratio, ratio 
classification and discuss the methods we will use in performing analysis. In Chapter 
3, we will investigate the changes in financial position of the construction industry 
from 1993 to 1997; evaluate the relationship between Hong Kong construction 
industry and the economic environment and identify the possible factors that affect 
the financial performance of construction companies in Hong Kong. Findings and 
conclusion are presented in Chapter 4 and 5, respectively. Finally, recommendations 
on how to improve the performance of construction companies will be given in 
Chapter 6. 
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Chapter 2  Literature Review 
 
2.1 Construction Industry as an Important Area for Study 
 
The construction (and infrastructure) plays an important role in economic 
development. There is evidence to suggest that infrastructure is a more important 
consideration in selecting regions or states. It is no doubt that today’s infrastructure 
investment will serve as a bridge to the future (Bamberger, Blazer and Peterson, 
1985). 
 
Important as the role of construction industry play in the economy, lots of studies 
were suggested in vaulting and predicting the performance of construction companies 
in relation to the economic condition. Mason and Harris (1979) point out 
‘construction is recognized as a high-risk business. Whilst the smaller firms have 
always been considered as a potential risk, the large companies were regarded as 
being reasonably secure. However, under the poor economic climate, many large 
firms are known to have trimmed their scope of operations and operating costs in 
order to avert insolvency. 
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Langford, Iyagba and Komba (1993) apply 3 techniques – the ratio analysis approach, 
Z model and Resultant model – to three construction companies which are failed 
within 1988 to 1993 to test whether the theoretical predictions prescribed in the 
techniques are applicable to the construction industry. It conclusion on the ratio 
analysis approach indicated that whether the firm is in trouble of one form or another 
is clear under ratio analysis. 
 
2.2 Ratio Analysis Approach 
 
Beaver et al. (1970) found that financial ratios could be formed to superior risk 
forecasts. Lev (1974) commented that financial ratios are indictors or symptoms that 
can be used to reflect a company’s economic or financial condition, in other words, 
financial ratios can be regarded as indicators of firm weaknesses. Horrigan (1965) 
indicated that it is no doubt that accounting information can be analyzed without 
converting into financial ratios and hence the use of accounting ratios is justifiable. 
(Aksu Celal 1996)  
 
In 1993, Langford D, Iyagba R., and Komba D.M., mentioned in their study 
“Prediction of Solvency in Construction Companies” that, ratio analysis, through 
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comparison, should enable the analyst to look at the operating performance in terms 
of: 
a) whether the firm is utilizing its assets, 
b) whether its profit margins are in line with assets, 
c) whether there is excessive investment in fixed assets 
d) whether the business is adequately financed, 
e) whether there are signs of liquidity strains, 
f) whether collection of receivables is efficient. 
If the performance of a business, as measured by its ratios is compared with industry’s 
average over a long period of time, it will show a trend. This may be a divergence 
from the industry’s average indicating areas worthy of attention by the managers of 
the company. 
 
Key ratios for analysis 
An analyst cannot rely on one ratio alone, this is particularly so in construction 
companies (Trmari, 1964). Tamari observed that a large proportion of successful 
companies have at least. one weak ratio, some two or three. He concluded that. 
Different schools had suggested different classification method. Pinches, Mingo, and 
Caruthers (1973) attempted to develop an empirically based classification of financial 
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ratios resulted in seven classifications of ratios across industries. The study suggested 
the existence of common ratio classifications and offered an empirical basis for 
grouping financial ratios. According to their findings, financial ratios can be 
represented by seven factors – Return on Investment, Financial Leverage, Capital 
Turnover, Short-Term Liquidity, Cash Position, Inventory Turnover, and Receivables 
Turnover. 
 
However, the underlying factors, which determine the profitability and solvency vary 
from one industry to another. For example, the factors that affect a retailing business 
may be different from those affecting a construction industry. Mason and Harris (1979) 
using discriminant analysis for 40 failed construction companies in the UK, found six 
ratios that produced high discriminating powers. These are as follows: 
a) Profitability measured by profit to assets. 
b) Profitability measured by profit to capital. 
c) Working capital position, which is the ratio of debtors to creditors. 
d) Financial leverage, which is the ratio of current liabilities to current assets. 
e) Quick asset position which is equal to the logarithm to base ten of the age of debt. 
 
In our research, we will adopted the Profitability ratio (included profit to asset & 
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profit to capital) and Short-term Solvency (Current ratio). Since there is difficulty in 
determining the age of debts from all or the sample companies, we will not adopt the 
“Quick asset position” that mentioned above. Instead, we will look into the Long term 
Solvency ratio, Asset utilization ratio and earning ratio. The reason for looking into 
long-term solvency ratio, asset utilization ratio and earning ratio is because:  
a) Traditionally, financial ratios were classified into four categories. Kieso, Donald E. 
(1995) classified financial ratios into four categories, namely, liquidity (short-term 
solvency), activity (turnover or efficiency), profitability, and coverage (capital 
structure or leverage). So we would also like to other type of ratio apart from its 
profitability and short-term leverage. 
b) Earning ratios were often considered as an indicator of profitability. Since our 
research is focus on listed construction companies. The ratio may indicate the 
amount of profit put back into the company. The long-term prospects of a company 
can then be assessed. 
 
The financial ratio of our research is than classified into five categories. Their 
respective definitions are as follows: 
Profitability ratios and Earnings ratios- measure the degree of success or failure of a 
company for a given period of time. 
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Short-term Solvency Ratios- measure a company’s ability to repay short-term 
obligations 
Long-term Solvency Ratios- measures the degree of protection for long-term 
investors and creditors. 
Asset Utilization Ratios- measures how a company makes use of its assets. 
 
2.3 Other Analytical Approach 
 
Apart from ratio analysis, we will also use common size income statement, common 
size balance sheet, cash flow statement (in index number trend series) to compare and 
contract the performance of different sample construction company with the aim of 
generalizing the industrial trend. Capital Asset Pricing Model (CAPM) developed by 
Sharpie W.F. (1964) will also be used to determine the relationship between the 
construction industry and the economic condition of Hong Kong. Appendix B would 
show the detail of CAPM. 
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Chapter 3  Methodology 
 
3.1 Sample Selection 
 
As the financial statement of private companies are unavailable to the public, only 
those of the construction companies listed in the Hong Kong Stock Exchange (HKSE) 
are used in this research. The classification of industrial type for each company is 
based on the computer database package – Sequencer. With reference to this database 
package, companies which engage in general construction and demolition work, 
construction and repair of buildings, civil engineering; installation of fixtures and 
fittings, building and completion work are included under the category of construction 
companies. 32 companies were exacted. From this list only companies that meet the 
following criteria are chosen: 
1) Companies with five consecutive years of operation financial statements 
(1993-97) for evaluation, so that a high degree of representation can then be 
achieved. 
2) Companies in that are still listed in the HKSE in 1998 
 
Only the 22 listed construction companies that met the above requirements were used 
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in our research. 
3.2 Financial Data Analysis 
 
The financial performances of the 22 sample companies are studied by analyzing their 
financial statements and comparing them with the industrial average. Capital Assets 
Pricing Model (CAPM) is used to evaluate the relationship between the performance 
of construction industry and the Hong Kong environment. The following explains the 
procedures involved in carrying out the analysis. 
 
Procedure 1: Industrial averages calculation 
The financial statement of the 22 sample companies (1993 to 1997), their earnings per 
share, and price earning ratios of each sample were collected from the computer 
software packages -Sequencer database and microfilm in the Lingnan College Library. 
Ratio analyze are performed on the financial statements to obtain industrial averages 
of the construction sector. These ratios are classified into 5 main 
categories —profitability ratios, short-term solvency ratios, long-term solvency ratios, 
assets utilization ratios and earning ratios. (See Procedure 2 for details of the ratio 
calculation.) 
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Means, median, standard deviation and inter-quartile range are generated form the 
calculated ratios. These are used as industrial averages or standards to evaluate the 
financial performance of each sample company. Where the standard deviation of a 
ratio is relatively large, indicating that the distribution of data is dispersed, the median 
instead of the mean will be used. The use of median in the situations mentioned above 
is to avoid the effect of extreme values. 
 
Procedure 2: Financial statement analysis of each sample company 
We use the financial statements of each sample company to perform the following 
analysis: 
1) Comparative analysis and common size financial statement 
We compare the company’s current performance with its past performance to 
obtain proportion of such changes during the five-year period. To determine 
whether the company appears to be growing or declining. 
 
Common size income statement and common size balance sheet of each company 
are constructed by putting these statements on a common percentage basis. This is 
achieved by dividing the various components of the income statement by the net 
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sales, and dividing the components of the balance sheet by the total assets, 
respectively. 
When performing the above analyses the following items and the reasons for 
selecting them are as follow.  
 
a) Income statements items: 
l ‘Turnover’ was chosen with the aim of finding out the company’s 
stability because it is the item which directly affects the income of 
company. 
l ‘Trading profit’ was chosen because it is generated form normal business 
operations. The effects of non-operating income like interest income, 
interest payable, exceptional profits, etc., are eliminated. 
l ‘Profit before tax’ was chosen so as to see the proportion of profit 
between operating and non-operating profit. This gives an indication on 
the healthiness of companies’ finance. 
l ‘Net income’ was chosen with the aim of comparing the profitability of 
each sample company and its income trend. 
 
b) Balance sheet items: 
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l ‘Debtors’ including trade debtors and miscellaneous debtors, was chosen 
since this item would directly affect the cash flow of a company. A 
company would close down even though its business is profitable 
because of the lack in cash and too much credit sales. 
l ‘Current liability’ was chosen as it would affect the liquidity of a 
company. 
l ‘Net current assets’ (working capital is the current assets over current 
liabilities) was chosen. Working capital is generated to a great extent 
through events that occur during the operating cycle of a business. The 
amount of and changes in working capital from period to period are 
significant measures of a company’s ability to pay its debts as they 
mature.  
l ‘Long term debt’, if any, was also chosen. The amount of debts of each 
company was compared as it helps in the analysis of long-term solvency 
ratio and finding out the leverage crisis. 
 
2) Ratio analysis. 
Profitability ratios, short-term solvency ratios, long-term solvency ratios, asset 
utilization ratios, and earnings ratios were calculated based on the 22 sample 
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companies. These are compared with the computed industrial averages. The 
performance trend based on the ratios of each company is also analyzed.  
Profitability Ratios 
Sales
accounts subsidiary fromprofit or  loss and
itemsary extraordin,interestminority  excluding incomeNet 
Margin Profit Net 
÷÷ø
ö
ççè
æ
=
 
Assets Total  Average
accounts subsidiary fromprofit or  loss and
itemsary extraordin,interestminority  excluding incomeNet 
 (ROA) Assetson Return  
÷÷ø
ö
ççè
æ
=
 
Equity Average
accounts subsidiary fromprofit or  loss and
itemsary extraordin,interestminority  excluding incomeNet 
 (ROE)Equity on Return 
÷÷ø
ö
ççè
æ
=
 
( )
ROCE)(
itemsary extraordin and tax andinterest  before Profits
 Employed Capitalon Return 
Equity Total
=
 
Short Term Solvency Ratios 
sLiabilitieCurrent 
assetsCurrent 
RatioCurrent =  
 
( )
sLiabilitieCurrent 
stock of  valueTotalassetsCurrent 
RatioQuick 
-=  
 
Assets Total
Capital gNet Workin
Assets Total  toCapital gNet Workin =  
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Long Term Solvency Ratios 
assets Total
debt Total
Assets Total Debt to Total =  
 
equity Total
debt Total
Equity Total Debt to Total =  
 
Asset Utilization Ratios 
days 365
Sales
debtors Average
Days Debtors' ´÷
ø
öç
è
æ=  
 
assets  totalAverage
Sales
Assets Total  toSales =  
 
Earnings Ratios 
incomeNet 
paid Dividend
Payout Dividend =  
 
expenseInterest 
itemsary extraordin and tax interest, before Profits
CoverInterest =  
 
goutstandin share of No.
incomeNet 
(EPS) shareper  Earning =  
 
shareper  EPS
shareper  Price
(PE) Ratio Earning Price =  
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3) Cash flow statement analysis  
We analyze the cash receipts and cash payments of each sample company during 
the period to determine its efficiency in terms of cash flow management. The 
following items were used to perform analysis. 
l ‘Operating activities’ was chosen to see the sample companies’ trend on 
this item. We compared the trading profit with operating cash flow from 
operating activities so as to see the contribution of trading profit toward 
cash of a company. 
l ‘Cash flow before financing activities’ and ‘Cash flow after financing 
activities’ are compared with the aim of finding out the amount of 
financing activities of construction companies in general. 
l ‘Cash position’ (Cash increase or decrease) of our sample companies 
was evaluated. 
 
Procedure 3: Beta calculation  
We apply the Capital Assets Pricing Model (CAPM) to identify the relationship 
between the expected return of sample construction company and the market during 
the 5-year period (1/1/1993 - 31/12/97). Recall that the CAPM model is expressed as 
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the following mathematical formula: 
( ) iRFMtiRF ekkkkit +-+= b  Equation 3.1 
where 
=itk expected return on security i 
=RFk risk-free rate of return 
=Mtk expected return of market 
ib = beta 
ei = residual return on security i 
It is assumed that the mean of residual (ei) on security i is zero and is an independent 
variable. 
 
We define the variables in the CAPM as follows:  
Expected return of each sample company ( itk ) 
We calculate the monthly-expected return for each sample company from 1/1/1993 to 
31/12/1997. The formula used to determine the expected return for each sample 
company is expressed mathematically as follows: 
itk  = (Pt*Qt  – Pt-1*Qt-1+ D ) / Pt-1*Qt-1 
where 
itk  = expected return for sample company i 
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Pt  = share price per share at the last trading-date of the 
month 
Pt-1 = share price per share at the first trading-date of the 
month 
D = Total dividend for the month 
 
Risk-free rate ( RFk ) 
The Hong Kong Dollar Interest Rates in the Monthly Statistics Bulletin published by 
the Hong Kong Monetary Authority (from 1993 to 1997) is adopted as our risk-free 
interest rate. 
 
Beta (bi) 
We use simple regression analysis to estimate the value of Beta for each sample 
company from the period. 
 
Expected return of the market ( Mtk ) 
The monthly-expected return of market for the period is calculated by using the 
Hengseng Price Index. The expected return of the market is expressed mathematically 
as follows: 
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Mtk = (It – It-1) / It 
where 
Mtk = expected return of the market at the time period of t 
It = Hengseng price index at the last trading-date of the 
month 
It-1 = Hengseng price index at the first trading-date of the 
month 
 
Simple regression analysis 
Simple regression analysis was used to estimate the value of beta (bi). Recall the 
simple regression model in mathematical expression as follows: 
kit = a + bikmt + ei Equation 3.2 
where 
kit = dependent variable 
bi = slope 
a = y-intercept 
ei = residual  
kmt = independent variable 
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In fact, the above simple regression formula takes in the form of CAPM. Hence, 
equation 3.2 is equivalent to equation 3.1. The assumptions for the regression 
are as follows: 
a) kit is an dependent variable for any period of t 
b) a and kmt are independent variable 
c) The mean of ei is assumed to be zero for any period of t and is an 
independent variable 
d) a and bi is an unbiased estimator of the true parameters 
 
To estimate the value of beta (bi), we were going to estimate a straight line that best 
fits the relationship between kit (dependent variable) and kmt (independent variable). 
The method of least squares had been used to estimate the best- fit straight line. For 
simplicity, we used kit (dependent variable) and kmt (independent variable) to perform 
the simple regression analysis. 
We used the statistics package called SPSS to perform regression analysis. The results 
of the regression produced the following information: 
a) Regression coefficient of slope 
b) Regression coefficient of constant 
c) Standard error of slope 
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d) Standard error of constant 
e) Standardized coefficient beta 
f) T-value for slope 
g) T-value for constant 
h) Two-tailed observed significance level (p-value)  
i) 95% Confidence interval for regression coefficient of slope 
j) 95% Confidence interval for regression coefficient of constant 
k) Adjusted R Square 
The definition for each item is shown in Appendix C. 
 
In our research study, we used the unstandardized coefficients of slope to determine 
the relationship between the expected return of each sample and the market. 
 
Hypothesis testing 
The null hypothesis represents that regression coefficient of slope (Beta: bi) is equal to 
zero. The alternative hypothesis represents that regression coefficient of slope (Beta: 
bi) is not equal to zero. The hypothesis testing is set as follows: 
H0: bi = 0 (Null hypothesis) 
Ha: bi ¹ 0 (Alternative hypothesis) 
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Level of significance: 0.05 
We apply the CAPM to determine whether there is a relationship between the 
expected of return of our sample companies and the market. In fact, the regression 
coefficient of slope (Beta: bi) can be used to show whether such relationship exists 
 
From the results of the simple regression, we may decide whether to accept H0. If the 
p-value is greater than 0.05, we will accept H0. If the p-value is smaller than 0.05, we 
will accept Ha. 
 
3.3 Questionnaires Investigation 
 
Questionnaires were mailed to the 22 sample companies on 16 January 1999. The 
collection period was 3-week time 16-31 January 1998. Reminders were sent at the 
end of the period. The questionnaires aimed to solicitude the opinion from the 
management level of the sample companies on how the economic environment of 
Hon Kong affects their companies’ performance. The results are used to supplement 
our analysis of the financial reports. 
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Pilot test 
A pretest with was carried out before the formal data collection in order to identify the 
confusing questions and ambiguous wordings. As a result, trial questionnaires were 
sent to 3 construction companies not withstanding the fact whether they are listed or 
unlisted. All questions with problems were identified and corrected to come up with 
the final version of the questionnaire. 
 
Questionnaire design 
The questionnaire is designed with reference to the information needed to achieve the 
objectives of the research. Both multiple choice and close-end questions are included 
in the questionnaire. Some questions are designed to give the respondents a chance to 
express own opinions so that more information could be obtained. 
 
The questionnaire is divided into three sections totaling 29 questions. The sample of 
questionnaire is showed in the Appendix G. Section 1 seeks to determine the project 
sources of the respondent company. The aims are to identify: 
A) Whether or not government projects will stabilize the financial performance of 
construction company. 
B) To what extent is the company’s financial performance stabilized by ongoing 
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long-term construction contracts. 
 
Section 2 and Section 3 try to identify the possible factors that may affect the 
profitability of a construction company in the present and in the future, respectively. 
Recommendations were then made based on the identified factors. Recommendation 
on the way to improve the construction company’s performance will be made. 
 
Response rate 
22 questionnaires in total were sent to our sample companies. 3 were received. When 
identifying the factors that affected the profitability of construction companies during 
the 1993 to 1997, questionnaires from two listed companies not awry the samples 
were also used as references  
 
3.4 Limitations on Field Study 
 
Sample selection 
In order to maximize our sample size, we use accounting information for 5-year 
period. A longer period of study will better indicate the effect of Hong Kong economy 
toward the construction industry. It would also better reveal the trend of company’s 
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performance. As only 22 listed companies met our requirements and were selected as 
our sample. It may not represent the whole picture of the construction industry in 
Hong Kong. Had more time and resources been available, a 10-year period would 
have been conducted and all listed construction companies would have been included 
 
Evaluating the expect return of market 
The limitation comes from using Hengseng Price Index (HSPI). Hengseng Price Index 
is a capitalization-weighted index, which is composed of the 33 largest and most 
actively traded company stocks in Hong Kong. Since HSPI is not representative the 
whole picture of company stocks in Hong Kong, it may not be a perfect tool in 
evaluating security return. However, HSPI is the best available tool in Hong Kong. 
 
Questionnaire investigation 
Small sample size as well as a low response rate affects the objectivity of our study. 
Although 2 reminders were sent, only 3 questionnaires were received. In order to 
improve our results, questionnaires of 2 more listed construction companies, which 
are not chosen as our sample companies, are used as references in our study.  
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Chapter 4  Findings 
 
4.1 Sample of Companies Industry Averages 
 
Appendix D shows the industry averages of the sample companies for five categories 
of financial ratios  
 
Profitability Ratio 
Net Profit Margin 
Figure 4.1 shows the trend of net profit margin from 1993 to 1997. The net profit 
margin of the industry generally decreased over the five-year period with a slight 
increase starting from 1996. Overall, the net profit margin of sample industry average 
was low. 
Figure 4.1 
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Return on Assets 
Figure 4.2 shows the trend of Return on Assets Ratio from 1993 to 1997. The Return 
on Assets decreased sharply during the first two years of the period but it showed a 
slight increase from 1996 to 1997. 
Figure 4.2 
 
Return on Equity 
Figure 4.3 shows Trend of Return on Equity from 1993 to 1997. Return on equity 
decreased steadily from 1993 to 1996 but improved after 1996. In 1997, the ratio 
increased to 6.19%. 
Figure 4.3 
Trend of Return on Assets Ratio from 1993 to 1997
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Return on capital employed (ROCE) 
Figure 4.4 shows the trend of Return on Capital Employed (ROCE) from 1993 to 1997. 
The ROCE decreased sharply from 1993 to 1994 and stabilized to 1996. Similar to the 
other profitability ratios, the ROCE started to rise after 1996. 
Figure 4.4 
 
Overall, the profitability ratios of the sample companies in the industry consistent with 
each other. We found that the performance of profitability ratios declined from 1993 to 
1996. However, there was a slight improvement after 1996. The net profit margin 
improved provided that extra-ordinary profits and subsidiary profits were taken into 
account. The return on assets was low and was consistent with the net profit margin. It 
indicated the industry was not profitable as expected in the five-year period. 
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Short-term Solvency Ratios 
Current Ratio 
Figure 4.5 shows the trend of Current Ratio from 1993 to 1997. The Current Ratio 
decreased sharply from 1993 to 1994 and steadily increase from 1994 to 1996. 
However, it started to decline from 1996 to 1997. 
Figure 4.5 
 
Quick Ratio 
Figure 4.6 shows the trend of Quick Ratio from 1993 to 1997. After a sharp decrease 
from 1993 to 1994, the quick ratio shows a stead increase for the rest of the period. 
Figure 6 
Trend of Current Ratio from 1993 to 1997
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Net Working Capital to Total Assets 
Figure 4.7 shows the trend of Net Working Capital to Total Assets Ratio from 1993 to 
1997. The Net Working Capital to Total Assets was quite stable from 1993 to 1995. 
There was a sharp increase from 1995 to 1996; however, the ratio started to decline 
from 14.28% in 1996 to 12.25% in 1997. 
Figure 4.7 
 
To summarize, the trend shows stead improvement after 1995. The difference between 
current ratio and quick ratio for the sample industry was low. On average, this 
difference was only about 0.31. 
 
Asset Utilization Ratios 
Debtor’s Day 
Figure 4.8 (in the next page) shows the trend of Debtor’s Day from 1993 to 1997. 
There was a significant increase in Debtor’s Day over the period of approximately 
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32.41%. In 1995, the Debtor’s Day was over 90 days. It is the norm for construction 
industry to have longer debtor’s collection period because contractors in the industry 
are usually paid in accordance with the percentage of completion on the work. 
Contractors usually receive the final payment from the debtors after the occupation 
permit is granted from the Buildings Department. In accordance with the Buildings 
Ordinance and regulations, an occupation permit will only be issued after the 
Buildings Department has completed a final check on the properties. Therefore, it is 
not rare for construction companies with Debtor’s Day over 90 days. 
Figure 4.8 
 
Sales to Total assets 
Figure 4.9 (in the next page) shows the trend of Sales to Total Assets Ratio from 1993 
to 1997. Sales to Total assets was quite stable from 1993 to 1994 but appeared a steady 
to decline after 1994. Over the past five years, the Sales to Total assets was below one. 
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Figure 4.9 
 
The trend of each kind of assets utilization ratios described above was quite different 
from each other. Debtor’s Day increased at an accelerated rate while Sales to Total 
Assets ratio decreased steadily.  
 
Long Term Solvency Ratio 
Total debt to Total assets 
Figure 4.10 (in the next page) shows the trend of Total Debt to Total Assets Ratio from 
1993 to 1997. Total debt to Total assets of the industry increased during the period. 
The growth rate was approximately 42.44%. In 1997, this ratio was 49.81%. 
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Figure 4.10 
 
Total debt to Total equity 
Figure 4.11 shows the trend of Total Debt to Total Equity Ratio from 1993 to 1997. 
There was a moderate increase from 1993 to 1995, a significant increase from 1995 to 
1996. However, a slight decline occurred starting from 1996. 
Figure 4.11 
 
The trend of long-term solvency ratios described above shows an increasing use of 
debt in the industry. As construction industry is a capital- intensive industry, it is 
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normal for construction companies to finance construction work by means of debt. In 
our study, most companies follow this norm. 
 
Earning Ratios 
Dividend Payout 
Figure 4.12 shows the trend of Dividend Payout Ratio from 1993 to 1997. The 
dividend payout of the industry fluctuated during the period. The ratio increased from 
1994 to 1995, stabilized from 1995 to 1996 and decreased sharply from 1996 to 1997. 
The difference of the dividend payout ratio between 1993 and 1997 was 10.76%. 
Figure 4.12 
 
Interest Cover 
Figure 4.13 (in the next page) shows the trend of Interest Cover Ratio from 1993 to 
1997. The Interest Cover dropped sharply from 1993 to 1996. Starting from 1996, 
there was a slight increase. However, the interest cover in 1997 was still low. The 
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figure was decreased by 5.67 times when compared with 1993. 
Figure 4.13 
 
Earnings Per Share (EPS) 
Figure 4.14 shows the trend of Earning Per Share from 1993 to 1997. Changes in 
earnings per share during the period were not significant. The average EPS from 1993 
to 1997 was about $0.165. 
Figure 4.14 
 
Price-Earnings Ratio (P/E) 
Figure 4.15 (in the next page) shows the trend of Price-earning Ratio from 1993 to 
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1997. The P/E ratio was dynamic with peaks in 1993 and 1996 and with valley in 1995 
and 1997.There was a sharp decrease from 1996 to 1997. On average, the P/E ratio 
averaged at 7.267. 
Figure 4.15 
 
Overall, the earning ratios show a decline from 1993 to 1997. In particular, dividend 
payout dropped sharply.  
 
4.2 Result from Financial Statement Analysis 
 
4.2.1 Common-size balance sheet analysis 
The leverage of most sample companies (68%) deteriorated due to the steady increase 
of current liabilities and long-term liabilities as a percentage of total assets. Poor 
management on debt could explain the increasing trend on Debtor’s Day experienced 
by most sample companies (73%). 
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Again, we used the median of common-size balance sheet figures to perform the 
following analysis. 
 
Debtors 
Figure 4.16 shows the trend of debtors as a percentage of total assets. Debtors as a 
percentage of total assets decreased steadily from 1993 to 1995 and remained stable 
thereafter. This trend was quite different from the results of ratio analysis and income 
statement analysis. Results of ratio analysis showed an increasing trend in Debtor’s 
Days for most of the sample companies (73%). In fact, debtors were one of the 
important assets of the sample companies. Debtors as a percentage of total assets 
remained at 16% (median) of total assets from 1993 to 1997. The significant amount of 
debtors explains why most sample companies had increased Debtor’s Days. 
Figure 4.16 
 “2 per. Mov. Avg.” represents 2 periods moving average. 
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Current liabilities 
Figure 4.17 shows the trend of current liabilities as a percentage of total assets 
increased steadily during the period. This increase directly affected the leverage of 
most sample companies. Ratio analysis of sample companies showed that over 68% 
had increased in both total debt to total assets and total debt to total equity ratios. 
Figure 4.17 
 “2 per. Mov. Avg.” represents 2 periods moving average. 
 
Long-term liabilities 
Figure 4.18 (in the next page) shows the trend of long-term liabilities as a percentage 
of total assets. The proportion of long-term liabilities increased steadily after a 
significant decrease between 1993 and 1994. This explains the reason behind leverage 
deterioration of most sample companies (68%). The increase of long-term liabilities 
was consistent with the increase in gearing ratios for most of the sample companies 
(68%). 
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Figure 4.18 
“2 per. Mov. Avg.” represents 2 periods moving average. 
 
Net current assets 
Figure 4.19 shows a steady increase in net current assets as a percentage of total assets 
over the past five years. However, the 2-period moving average shows that the trend of 
net current assets was stable from the period 1996 to 1997. In fact, only half of sample 
companies experienced decreasing trend on the ratio of net working capital to total 
assets. 
Figure 4.19 
“2 per. Mov. Avg.” represents 2 periods moving average. 
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4.2.2 Common-size income statement analysis 
Although sales of most of the sample companies increased. We performed trend 
analysis on sales of sample companies. For analysis on trading profits, profits before 
taxation and net income, we used the median of common-size figures among the 
sample companies. 
 
Sales analysis 
Approximately 68% of the sample companies with increasing trend on sales. For 
instance, we found the growth rate of sales of a sample company was 693.18% from 
1996 to 1997. The remaining 32% of sample companies indicated a decrease on sales. 
In our sample, we found the largest decreasing rate on sales of a sample company was 
-70.94% (From the period 1996 to 1997). This result was quite different from the 
indication of sales to total assets ratio which indicated that around 73% of sample 
companies were decreasing on this ratio and their ability to generate sales by using 
assets were weakened. 
 
Trading profits analysis 
Figure 4.20 (in the next page) shows the trend of trading profits as a percentage of 
sales. The figure decreased for most of the sample companies. 
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Figure 4.20 
 
Profits before taxation analysis 
Profits before taxation as a percentage of sales decreased during the period was 
consistent with the trend of trading profits as a percentage of sales. Figure 4.21 showed 
that profits before taxation was dropped by 2 times during the past five years. 
Figure 4.21 
 
Net income analysis 
Figure 4.22 (in the next page) shows the trend of net income as a percentage of sales 
for sample companies. Similarly, net income as a percentage of sales for sample 
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companies decreased. 
Figure 4.22 
 
4.2.3 Ratio Analysis for sample companies 
Appendix D shows the financial ratios of the sample companies. 
 
Profitability performance of sample companies 
Net Profit Margin 
Approximately 64% of the sample companies decreased in net profit margin. In 
contrast, only 36% of the sample companies increased in net profit margin. It indicated 
that the net profit margin for most companies in our sample deteriorated. 
  
Return on Assets 
73% of the sample companies decreased in return on assets. 27% of the sample 
companies increased on return on assets. It showed that the ability of the sample 
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companies to generate returns from assets was unsatisfactory.  
 
Return on Equity 
Nearly 55% of the sample companies decreased in return on equity. 45% of the sample 
companies increased in return on equity. It indicated that the ability of sample 
companies to generate returns from shareholders’ equity was less than satisfactory.  
 
Return on Capital Employed 
Approximately 71% of the sample companies decreased in return on capital employed. 
The remaining 29% of the sample companies improved in return on capital employed 
ratio. It indicated that most sample companies might not utilize the capital employed to 
generate returns. 
 
Profitability performance as compared with industry averages 
Compared to the industry averages, we found that there were few sample companies 
with profitability ratios above the sample industry average continuously over the five-
year period. Table 4.1 (in the next page) summarizes how many sample companies 
with profitability ratios above the industry averages continuously over the over the 
five-year period. 
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Table 4.1 
  No. of 
companies 
Net Profit 
Margin 
5-yrs above 
average 
5 
Return on 
Assets 
5-yrs above 
average 
6 
(ROA)   
Return on 
Equity 
5-yrs above 
average 
5 
(ROE)   
Return on 
Capital 
5-yrs above 
average 
3 
Employed 
(ROCE) 
  
 
The profitability of the sample companies was unsatisfactory since the profitability 
ratios of most of the sample companies dropped. 
 
Short-term Solvency performance of sample companies 
Current ratio 
Half (50%) of the sample companies decreased in current ratio and another half (50%) 
of the sample companies increased in current ratio. The performance of this ratio was 
average. 
 
Quick ratio 
Quick ratio of the sample companies deteriorated. Approximately, 59% of the sample 
companies decreased in quick ratio. The remaining 41% of the sample companies 
increased in quick ratio. It would be danger for sample companies if they didn’t have 
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sufficient highly liquidated current assets like cash to meet short-term obligations. 
 
Net Working Capital to Total Assets 
Half (50%) of the sample companies decreased in net working capital to total assets. 
 
Short-term solvency performance as compared with industry averages 
Table 4.2 summarizes how many sample companies with short-term solvency ratios 
above the sample industry average consecutively over the five-year period. 
Table 4.2 
  No. of 
companies 
Current ratio 5-yrs above 
average 
3 
   
Quick ratio 5-yrs above 
average 
5 
   
Net working 
capital 
5-yrs above 
average 
6 
to total assets   
Overall, the short-term solvency of the sample companies was satisfactory. Over 50% 
of the sample companies decreased in quick ratios. 
 
Long-term Solvency performance of sample companies 
Total debt to total assets 
Approximately 68% of the sample companies increased in total debt to total assets 
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ratio. 32% of the sample companies decreased in total debt to total assets ratio. It 
indicated that over half of sample companies relied on debt to finance. We found that 
some sample companies had very high total debt to total assets ratio. 
 
Total debt to total equity 
Same as total debt to total assets ratio, around 68% of the sample companies increased 
in total debt to total equity. It indicated that most of the sample companies were high in 
leverage. 
 
Long-term solvency performance as compared with industry averages 
Table 4.3 summarizes how many sample companies with long-term solvency ratios 
above the sample industry average consecutively over the five-year period. 
Table 4.3 
  No. of 
companies 
Total debt to total 
assets 
5-yrs above 
average 
7 
   
Total debt to total 
equity 
5-yrs above 
average 
8 
   
The long-term solvency performance of the sample companies was unsatisfactory. 
Most sample companies had high gearing ratios. It indicated that most sample 
companies relied on debt. It would be danger for sample companies with high gearing 
ratios if they could not repay interest payment on debt. 
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Assets utilization performance of sample companies 
Debtor’s Days 
Approximately 73% of the sample companies increased in Debtor’s Days. Debtor’s 
Days was defined as how many days to collect amount due from account receivables. 
 
Sales to total assets 
Nearly 73% of the sample companies decreased in sales to total assets ratio. The 
remaining 27% of the sample companies improved in sales to total assets ratio. It 
indicated that the ability of sample companies to generate sales in relation to total 
assets deteriorated. 
 
Assets utilization performance as compared with industry averages 
Table 4.4 summarizes how many sample companies with assets utilization ratios above 
the sample industry average consecutively over the five-year period. 
Table 4.4 
  No. of 
companies 
Debtor’s Day 5-yrs above 
average 
8 
   
Sales to total 
assets 
5-yrs above 
average 
9 
   
The performance of the sample companies in terms of assets utilization deteriorated. 
Most sample companies experienced an increase in Debtor’s Days. 
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Earnings performance of sample companies 
Dividend layout 
Nearly 64% of the sample companies decreased in dividend layout. 9% of the sample 
companies didn’t pay dividend consecutively over the five-year period. The remaining 
27% of the sample companies increased in dividend payout. 
 
Interest cover 
1 sample company with zero interest cover ratio as this sample company did not have 
interest payment from 1993 to 1997.Nearly 64% of the sample companies decreased in 
interest cover ratio. The remaining 32% of the sample companies improved in interest 
cover ratio. It indicated that the ability of sample companies to repay interest 
deteriorated. 
 
Earnings per share 
Approximately 41% of the sample companies decreased in earnings per share. 59% of 
the sample companies increased in earnings per share. 
 
Price-Earnings 
Nearly 68% of the sample companies decreased in price-earnings ratio. 32% of the 
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sample companies increased in price-earnings ratio. It indicated that the expectation of 
investors on returns of our sample companies was changed and their willingness to pay 
for stocks of sample companies reduced. 
 
Earnings performance as compared with the sample industry averages 
Table 4.5 summarizes the number of sample companies with earnings ratios above the 
average consecutively over the past five-year period. Nearly less than 30% of the 
sample companies with earnings ratios above the sample industry average 
continuously from 1993 to 1997. 
Table 4.5 
  No. of 
companies 
Dividend payout 5-yrs above 
average 
5 
   
Interest cover 5-yrs above 
average 
3 
   
Earnings per 
share 
5-yrs above 
average 
6 
   
Price-earnings 
ratio 
5-yrs above 
average 
4 
   
The earnings performance of the sample companies was less than satisfactory. Over 
half of sample companies improved in earnings per share, due to the decline in 
profitability of the sample companies, their ability to repay interest and dividend 
weakened. 
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4.2.4 Cash flow statement analysis 
General implication  
After analyzing all cash flow statements of sample companies, we found that 16 
sample companies had great burden on interest payment. The main sources of interest 
payment were came from short-term loans and long-term loans. We also found that 3 
sample companies highly relied on either short-term or long-term debt financing. 
However, we still found that there were 11 companies that had repaid large amount of 
borrowings during the accounting periods 1993 to 1997.  
 
In addition, there were 5 sample companies resulted in huge cash outflow from 
investing activities. Results from the cash flow statement analysis showed that these 
companies highly relied on debt to finance investing activities. The investing activities 
performed by these companies included acquisition of intangible or tangible assets. 
 
One interesting finding in cash flow statement analysis was that one company in our 
sample did not have any financing activities over the five-year period. The cash flow 
statement of this sample company showed that there was no interest payment during 
the above accounting periods. 
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In the following, we highlighted information of cash position of sample companies. 
 
Net cash flow from operating activities 
Nearly 59.1% of the sample companies experienced a decrease in net cash flow from 
operating activities. There were 10 sample companies with negative cash flow from 
operating activities in one accounting period. In contrast, there were 4 sample 
companies with positive cash flow from operating activities in all accounting periods 
during 1993 to 1997. Table 4.6 summarizes how many sample companies resulted in 
negative cash flow from operating activities. 
Table 4.6 
No. of accounting periods with 
negative cash flow from operating 
activities 
No. of companies 
1 10 
2 2 
3 3 
4 2 
5 1 
Total 18 
Even over half of the sample companies experienced a decrease in on net cash flow 
from operating activities, only one sample company experienced negative cash flow 
from operating activities during the five-year period. 
 
Net cash flow before financing 
Approximately 63.64% of the sample companies experienced a decrease in net cash 
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flow before financing. Table 4.7 summarizes how many accounting periods for sample 
companies with negative cash flow before financing from 1993 to 1997. 
Table 4.7 
No. of accounting periods with 
negative cash flow before financing 
No. of companies 
1 5 
2 4 
3 4 
4 7 
nil 2 
Total 22 
 
Net cash flow after financing 
There were 59.09% of sample companies with decreasing trend on net cash flow from 
operating activities. Table 4.8 summarizes how many accounting periods with negative 
cash flow after financing. 
Table 4.8 
No. of accounting periods with 
negative cash flow after financing 
No. of companies 
1 3 
2 7 
3 11 
4 1 
Total 22 
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4.3 Bata Calculation 
 
4.3.1 Results of simple regression analysis 
Appendix E shows the results of simple regression analysis. It shows that most 
regression coefficients of slope (bi) are positive and some of regression coefficients of 
slope (bi) are greater than one. Besides, the results show that there is one sample 
company in which the regression coefficient of slope (bi) of this company is negative.  
 
Result of simple regression analysis shows that linear relationship exists in 18 sample 
companies. Most of the sample companies have regression coefficients of slope (bi) 
which are close to one. As Beta (bi) shows the relationship between the assets return 
and the market return, in other words, the expected return for a security will be high if 
the value of Beta for that security is high. Results of the simple regression analysis 
shows that the expected return of most of the sample companies are not high. 
 
Besides, the results show that there are only 6 sample companies in which the 
regression coefficients of slope of these companies are greater than one. It can be 
concluded that most companies in our sample are response to the market even the betas 
of our sample companies are not high. 
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4.3.2 Hypothesis Testing 
The results show that the p-value for 18 out of 20 sample companies is smaller than 
0.05 level of significance. It means that the regression coefficient of slope (Beta: bi) for 
these companies is significantly different from zero. Hence, H0 of these 18 sample 
companies has been rejected at the significant level of 0.05. In addition, the regression 
coefficient of slope for these 18 sample companies all fall within the 95% confidence 
interval. It can be concluded there is a linear relationship between the expected return 
of these 18 sample companies and the market. 
 
The results show that the p-value for the remaining 4 sample companies is greater than 
0.05 level of significance. It means that the regression coefficient of slope (Beta: bi) is 
not significantly different from zero. Hence, H0 of these 4 sample companies has been 
accepted at the significant level of 0.05. It can be concluded that there is no linear 
relationship between the expected return of these 4 sample companies and the market. 
 
4.3.3 Implication indicated by the CAPM 
The trend of the market return as indicated by Hengseng price index was moving 
upward during the period 1/1/1993 to 31/12/1997. The 18 sample companies with 
insignificant regression coefficients of slope did follow the trend of the market 
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although their securities expected returns as indicated by their regression coefficients 
of slope did not as high as expected. Besides, the 4 sample companies with significant 
regression coefficients of slope indicated that their main operation activities might not 
be construction-based. As most of the sample companies followed the movement of 
the market, we concluded that the returns of construction industry followed the trend 
of the market. Hence, if the movement of the market was moving upward, expected 
returns of companies in construction industry would follow the upward trend of the 
market and vice versa. 
 
4.4 Result of Questionnaire Analysis 
 
The information received from the questionnaires was analyzed. Over 80% of their 
profits of the 3 companies were derived from the government construction project 
during the past 5 years. The contract size of each project was over HK$30 million on 
average. When matching the questionnaires with the financial performance of the 
company, it was found that there was no relationship between the financial 
performance of construction companies and their participating in government 
construction. 
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The duration of contract directly affects the profitability of a construction company 
because the profit they earn is in proportion to the percent of project completion. A 
greater proportion of long-term contract is assumed, to some extent, safe the profit of 
the company from the economic down turn. The majority of these companies’ contract 
duration was less than 2 years. When matching with the financial performance of the 
respondents, it was found that most of their performance was less than satisfactory. 
Except for one responding company that had improving profitability, other responding 
companies were not profitable. Besides, all the gearing of the responding companies 
were deteriorating while their earnings abilities were declining. 
 
Factors affecting the profitability in the past five year 
When considering the factors that affected the profitability of construction companies 
during the past five years, questionnaires form two of the non-sample listed 
construction companies no awry the sample were also used as references. The 
following are factors, agreed by most of the respondents, that affected the profitability 
of their companies. 
l Increase of housing supply by Housing Authority 
l Government policies to cool property prices 
l The bank prime lending rate 
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l Increased cost of labour and materials due to inflation. 
From the above factors, it can be observed that from the companies’ point of view, 
their profitability was mainly affected by the government policies like cooling property 
policy, and economic factors like inflation and bank prime lending rate. 
 
The following are those factors that most of the respondents only agreed a little when 
considering their adverse impacts on companies’ profit.  
l Political uncertainty caused by sovereignty transformation 
l Shortage of quality and skilled labour in the construction market 
l The performance of newly-recruited project managers 
l Inaccurate estimation of the project prices 
l Losses caused by the delay in finishing projects 
l Progress affected by bad weather 
We can see that none of the above were economic factors 
 
Factors that will affect the profit in the coming year 
Most of the respondents believed that the following factors will greatly affect the 
profitability of construction companies in the coming year. 
l Government’s policy to freeze land sales. 
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l The bank prime lending rate 
l Downturn of construction industry intensified competition 
l Decrease in property demand due to the economic down turn 
It can be observed that the economic situation and government policy is still the major 
concern and worry of the construction company. 
 
Most of the respondents believed that following are the factors that will only have little 
impact on their profit. 
l Fluctuation of construction material prices 
l Inaccurate estimation of the project prices 
l Losses caused by the delay in finishing projects 
l Progress affected by bad weather 
None of the economic factors are included. 
 
As observed, the factors that affected the performance of construction companies in the 
past five years, as well as the factors that worried by the construction company as 
future threaten are included economic factors and government policy. That is, the 
construction industry is sensible to the Hong Kong economic environment. 
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Chapter 5  Conclusions 
 
Analysis of the financial statement analysis shows that although the turnover of most of 
the sample construction companies was increasing and leverage was deteriorating. 
Both long-term and short-term liabilities were the main causes of this phenomenon as 
there was a steady increase on total debt during the past five years (1993-1997) which 
affect the leverage of the construction industry. 
 
The expenses of the sample companies were very high resulting in low net income in 
spite of increases in turnover. Thus, trading profits and profits before taxation were also 
pulled down. The sales to assets ratio showed that the majority (73%) of the sample 
companies were weak in using assets to generate sales. 
 
16 sample companies had heavy interest payment burden. More than half of the sample 
companies experienced a decrease in cash flow during 1993-1997. 18 sample 
companies even had occasional negative cash flows from operating activities during the 
period. Net cash flows before and after financing were also decreasing. 
 
The profitability of the construction industry (represented by our sample companies) 
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was declining on general. However, a satisfactory result was achieved in the short-term 
solvency ratio, especially after 1995. For the asset utilization ratios, the Debtor’s Day 
ratio was increased at an accelerated rate (40.6%), on the other hand, the sales to total 
assets ratio declined steadily after 1994. The burden of long term debt was increased, 
which was supported by the evidences of rising total debt to total assets ratio, and the 
increasing total debt to total equity ratio. The earning ratios were decreased during the 
past 5 years especially in the performance of dividend payout ratio. 
 
The overall performance of sample companies in respect of profitability was 
unsatisfactory. The majority of the companies were declining on the profitability ratios. 
For short-term solvency, nearly half of the sample companies could keep their 
short-term liquidity position at a reasonable level. Nearly three fourth of the sample 
companies experiencing a deterioration in assets utilization performance. The gearing 
ratio of them was also high. The earning performance of sample companies was less 
than satisfactory. That is, their ability to repay interest and dividend had been reduced. 
 
Resulting from the regression analysis, most of the coefficients of slope of the sample 
companies were positive. After hypothesis testing, 4 out of 22 companies were rejected 
where regression coefficients of slope for these 4 companies were significant. We 
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conclude that linear relationship exists between the market and the other 18 companies 
with insignificant regression coefficients of slope. Therefore, those 18 companies 
follow the change of the market. 
 
An analysis of the questionnaire as agreed by most of the respondents shows that 
external factors such as government policy, bank landing rate, and the economic 
downturn affected the performance of construction companies in the past and in the 
future. Project sources are not related to the financial performance of construction 
companies. 
 
To conclude, all the results of analysis show that construction companies are not 
profitable during the periods. Results show that long Debtor’s Days and high gearing 
position are norms in construction industry. Most sample companies in our study follow 
these norms. 
 
The weak profitability position of construction companies is supported by our results of 
simple regression analysis. Most sample companies have regression coefficients of 
slope which is less than one. Results show that most sample companies do follow the 
market to grow but the growth rate is not as rapid as the market. The main reasons why 
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construction companies are not profitable are reflected in the results of financial 
statement analysis where construction companies have long Debtor’s Day and high 
gearing position. 
 
Again, the result of questionnaire investigation is consistent with the results of financial 
statement analysis and simple regression analysis. Most respondents believe that the 
bank prime lending rate is one of the factors that affect the profitability of a company. In 
addition, most respondents support the norm of long Debtor’s Day as construction 
works are always long-term based where the payback period is long in construction 
industry. The reason why the bank prime lending rate may affect the profitability of 
construction companies is that construction companies highly rely on debt financing. If 
there is an increase in the bank interest rate, there will be an increase in interest 
payment that reduces the profits of a company. 
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Chapter 6  Recommendations 
 
Based on the results from financial statements analysis and the results of Capital Assets 
Pricing Model we recommend the following to the construction companies to help 
them to improve their performance. 
 
Firstly, we recommend the construction companies to control their expenses. Our 
analysis showed that the trend of sales is opposite to the trend as indicated by the 
profitability ratios. This phenomena is due to the large amount of expenses. Controlling 
expenses would help to improve profitability. 
 
Secondly, we suggest that the credit management policies adopted by the construction 
companies could be improved. The industry averages of our sample companies indicate 
that Debtor’s Day was increasing. This means that most of the sample companies were 
experiencing long collection periods (see Appendix C). One sample company even had 
over 400 days of Debtor’s Day. Receipts from debtors directly affect cash flows from 
operating activities. If the construction companies can minimize the number of 
collection days from debtors, it would greatly improve their cash flows from operating 
activities. 
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Thirdly, sufficient working capital should be maintained by the construction companies 
to meet short-term obligations, in particular, interest payments. Our study shows that 21 
out of 22 of the companies raised funds by means of short-term and long-term loans. 
Such practice follows the norm that construction companies rely on debt financing. 
Thus, sample companies may not have sufficient working capital to repay short-term 
obligations. From the cash flow statement analysis, we find that the majority of the 
sample companies (16 out of 22) suffered from heavy interest burden. If there is a 
shortage of working capital, the company risks the danger of going bankrupt. 
 
Lastly, the construction companies should reduce the amount of debt. Appendix D 
shows that nearly half of the sample companies had gearing ratios over 50%. Although 
it is the norm that construction companies finance construction projects by means of 
loans, it is unwise for a company to rely so much on debt financing. Reducing debt not 
only reduces the burden on interest, but also improves the leverage of the company. 
Instead of borrowing from banks, public listed construction companies may raise 
additional funds by issuing new shares. 
 
In respect of the result of questionnaires, the following recommendations are made. 
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Government attitude on construction industry 
Government should adopt a non-intervening policy towards the property market. As 
observed from the questionnaires, the government policies of cooling property prices 
and freezing land sales were considered evils as they had direct impact on the 
profitability of the construction industry. In fact, the intervention of Hong Kong 
Government will damage the reputation of Hong Kong as a free market. 
 
Balancing debt and equity 
Bank lending rates are directly related to the profit of construction companies because 
construction companies are always financed by bank loan. It would be important to 
balance the use of debt and equity to finance its investments. Too much reliance on debt 
can be risky to the company because if not enough profit is made to cover the interest 
and principal payments, the company may be faced into bankruptcy.  
 
Bank landing policy 
Banks play an important role in helping the construction industry during economic 
downturns. As showed in the questionnaires, all the respondents agreed that bank 
lending rates significantly affect the profit of construction companies. Thus, if banks 
relax their lending policies and/or lower the interest rates to construction companies, it 
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would help the construction industry to survive during recessions. 
 
Management of construction companies 
More effort should be placed on project management as well as the quality of the 
overall management of construction company. As predicted by most of the respondents, 
the competition in the construction industry would intensify due to the downturn of the 
economy. As a result, it would be important for companies to carefully review their 
plans, long-term development and the borrowing/lending policies. 
 
Effective management of change through Value Management (VM) 
Value Engineering (synonymous with the terms Value Management and Value analysis) 
is a function-oriented, systematic team approach to provide value in a product, system 
or service. Often, improvement is focused on cost reduction; however, other 
improvements such as customer-perceived quality and performance are also paramount 
in the value equation (The Society of American Value Engineers, 1995). Fong and 
Shen’s study (1996) shows that VM has a low level of application in Hong Kong’s 
construction industry. The concept of VM is applicable to the construction industry 
because it focuses in the following areas: 
1. It requires active participation of client in projects so that clients’ needs can be 
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formulated. 
2. During VM workshops, clients’ requirements are examined in full so that all 
possible solutions are considered thoroughly. 
3. The search for value is a role ideally suited to cost consultants in satisfying clients’ 
requirements and offers them a much better image that being merely ‘cost cutter’ 
4. Creativity is an essential ingredient in value management. By having 
multi-disciplinary team approach, it tries to break away from the usual habitual 
thinking pattern. 
5. As the end users know best what are critical in the finished buildings that can be 
easily overlooked by the design team. 
6. Contractors, being experts in buildability or constructability, can offer great 
contribution to building designs. 
As a result of changing economic environment, changing social trends and increasing 
competition, more changes are yet to come by Hong Kong construction company. Only 
those companies who can successfully manage change survive. With the downturn of 
Hong Kong economy, value management can be an effective tool to help construction 
companies manage changes. 
Bibliography 
   
 70 
Bibliography 
 
Accounting Principles Board (APB) Opinions (No.19.) (1971). Reporting Changes in 
Financial Position New York: AICPA. 
 
Aksu C; Eckstein C; Greene W.H. & Ronen B.J. (Winter 1996). Times-series properties, 
adjustment processes, and forecasting of financial ratios; Journal of Accounting, 
Auditing & Finance, pp. 6-10. 
 
Bamberger R.J., Blazer W.A. & Peterson G.E. (1985). Infrastructure Support for 
Economic Development, American Planning Association. 
 
Bernstein, Leopold A. (1993). Analysis of Financial Statements (4th edition) Business 
One Irwin: United States. 
 
Bstein, Lerneopold A. (1989). Financial Statement Analysis: Theory, Application, and 
Interpretation (4th edition) Homewood, Ill.: Irwin. 
 
Dun and Bradstreet Corporation. (1997). Key Decision–makers in Hong Kong 
Business 1997. (1st edition) Hong Kong: Dun and Bradstreet International. 
 
Field B. & Ofori G. (1988). Construction and economic development. A case study, 
Third World Planning Review, 10(1), pp.41-50. 
 
Fong S.W. & Shen Q. (1996). VM in construction in Hong Kong current state and 
future challenges; Journal of the Hong Kong Institute of Value Management. 2 
(2), pp.3-6. 
 
Ganesan, S. (1993). Property Cycle: Theoretical Aspects and Empirical Observations 
on Hong Kong (Working paper ll.) Hong Kong: Centre of Urban Studies & 
Urban Planning, University of Hong Kong. 
 
Genedes, Nicholas J. (1988). Analysis of financial statements: financial accounting and 
the capital market [Sarasota, Fla]: American Accounting Association. 
 
Godfrey J. Hodgson A. & Holmes S. (1997). Accounting Theory (3rd edition) Jacaranda 
Wiley Ltd: Australia, p.225. 
 
Hawkins, David F. (1997). Corporate financial reporting and analysis (4th edition) 
Chicago, Ill.: Irwin. 
Bibliography 
   
 71 
 
Helfert, Erich A. (1991). Techniques of financial analysis (7th edition) Homewood, IL: 
Irwin. 
 
Holmes, Geoffery A. (1994). Interpreting company reports and accounts (5th edition) 
Hertfordshire: Woodhead-Faulkner. 
 
Jaeger, H. K. (1984). The structure of consolidated accounting London: Macmillan. 
 
Kallunki, Juha-Pekka (1996). The proportionality of financial ratios: implications for 
ratio classifications; Applied Financial Economics December 1996. 
 
Key Business Ratio Reference Service Division. (1996). Key Business Ratio: The 
guide to British business performance 1996 (10th edition) Dun and Bradstreet 
Limited United Kingdom, pp.26-29, pp.76-121. 
 
Kieso, Donald & E., Weygandt, Jerry J. (1995). Intermediate Accounting (8th edition) 
New York: Wiley, pp.190, 1230. 
 
Kopczynski, Frank J. (1996). Prospective financial statement analysis New York: 
Wiley. 
 
Langford D, Iyagba R., & Komba D.M. (1993). Prediction of solvency in construction 
companies; Construction Management and Economics, 11(5), pp.317-325. 
 
Levin R. I. (1994). Statistics for management (6th edition) Englewood Cliffs, N. J.: 
Prentice Hall, p. 625. 
 
Martindale W.G. (1985). Consolidated Accounts (2nd edition) London: 
Jurispublications. 
 
Mason R.J. & Harris F.C. (1979). Predicting company failure in the construction 
industry; Proceedings Institution of Civil Engineers, p.66, pp.301-7. 
 
McCosker P. (June 1998). Making more sense of financial accounts through the use of 
ratio analysis; ACCA Student’s Newsletter London: ACCA, pp. 20. 
 
Ned, Philip (Nov. 1997). The Hoenig Guide to the Companies of Hong Kong 1998 
Hong Kong: EFP International (HK) Ltd. 
 
Norusis, M. J. & Marija J. (1990). SPSS introductory statistics : student guide USA: 
Bibliography 
   
 72 
SPSS Inc., pp. 245-265. 
 
Ofori G. (1988). Construction industry and economic growth in Singapore; 
Construction Management and Economics, p.6, pp.61-76. 
 
Palat, Raghu. (1989). Understanding ratios: a practical guide for business, finance and 
banking London: Kogan Page. 
 
Pheng L.S. (1994). The Role of Construction and Marketing in Economic Development: 
A Framework for Planning RICS Research Paper Series Vol. 1. No.3, The Royal 
Institution of Chartered Surveyors, London. 
 
Rees B. (1995). Financial Analysis (2nd edition) London: Prentice Hall. 
 
Sharpe, WF (1964). Capital Asset Prices: A Theory of Market Equilibrium Under 
Conditions of Risk; Journal of Finance, September 1964. 
 
Society of American Value Engineers (1995). 1995/1996 Consultants Directory.  SAVE: 
USA. 
 
Taffler R.J. (1977). Finding those Firms in Danger using Discriminant Analysis and 
Financial Ratio Data: A Comparative UK-based Study Hong Kong: City 
University Business School Working Paper 4. 
 
Terry J.W. (1993). International Portfolio Management: A Modern Approach (1st 
edition) UK: Longman, United Kingdom, pp. 65-68. 
 
Turin D.A. (1969). The Construction Industry: Its Economic Significance and Its Role 
in Development ; Building Economics Research Unit, University College 
Environmental Research Group London, June 1969. 
 
United Nations Centre on Transnational Corporation (1989). Transnational 
Corporations in the Construction and Design Engineering Industry, United 
Nations, New York. 
 
Walker A. (1990). Hong Kong: Property, Construction and the Economy (2nd edition) 
Department of Surveying University of Hong Kong, Hong Kong. 
 
Walker A. (1995). Hong Kong: The Contractors’ Experience Hong Kong University 
Press: Hong Kong. 
 
Watsham T.J. (1993). International Portfolio Management: A Modern Approach UK: 
Longman, United Kingdom, pp. 67-68. 
 
White, Gerald I. (1998). The Analysis and Use of Financial Statements (2nd edition) 
Bibliography 
   
 73 
New York: Wiley. 
 
Woelfel, Charles J. (1988). Financial Statment Analysis Chicago: Probus Pub. Co., 
p.77. 
 
Computer Files 
 
Dun and Bradstreet Corporation. (1998). Dun's CD 2000 major corporations in Hong 
Kong [computer file]. Hong Kong: Dun and Bradstreet Corporation. 
 
Financial Times (1998). Sequencer [computer file]. 
 
Government Statistics 
 
Census and Statistics Department Hong Kong Special Administrative Region. (1998). 
Gross Domestic product at Constant (1990) Market Prices Adjusted for the 
Terms of Trade, 1987-1997 Estimates of Gross Domestic Product 1961-97. 
Hong Kong: Government Printer. 
 
Webpage 
 
Census and Statistic Department Hong Kong Special Administrative Region (1998). 
Gross Domestic Product of Hong Kong by Economic Activity [online]. 
Available: http://www.info.gov.hk/censtatd/hkstat/hkinf/gdp.htm. (20 
September 1998) 
 
Census and Statistic Department Hong Kong Special Administrative Region (1998). 
Gross Domestic Product of Estimates and GDP Deflator [online]. Available: 
http://www.info.gov.hk/censtatd/hkstat/fas/tgdp1.htm (18 September 1998) 
 
Appendices 
   
i 
Appendix A 
 
Meaning of Financial Position 
 
For the sake of clarity it is perhaps useful to define what is meant by the financial 
position through out the study. The term “financial position” represents the profitability, 
liquidity and solvency of a company. 
 
It can be inferred that balance sheet can reflect the financial position of a company at a 
particular point of time. "The balance sheet provides information about the nature and 
amounts of investments in enterprise resources, obligations to creditors, and the owners' 
equity in net resources. The balance sheet provides a basis for (1) computing rates of 
return, (2) evaluating the capital structure of the enterprise, and (3) assessing its liquidity 
and financial flexibility. In order to judge enterprise risk and assess future cash flows, one 
must determine enterprise liquidity and financial flexibility by analyzing balance sheet." 
(Kieso & Weygant, 1995, p.190). 
 
In 1971 APB Opinion No.19 made it mandatory that a 'statement of changes in financial 
position'  be presented as an integral part of the financial statements and that it be covered 
by the auditor's opinion. The Board concluded that 
 
...information concerning the financial and investing activities of a business enterprise 
and the changes in its financ ial position for a period is essential for financial statement 
users, particularly owners and creditors, in making economic decisions. When financial 
statements purporting to present both financial position (balance sheet) and results of 
operations (statement of income and retained earnings) are issued, a statement 
summarizing changes in financial position should also be presented as a basic financial 
statement for each period for which an income statement is presented. 
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And Kieso & Weygant (1995, p.1230) observed: "Through the 1960s and 1970s, the 
statements presented the change in working capital as an adequate approximation for cash 
flow." 
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Appendix B 
 
Capital Asset Pricing Model (CAPM) 
 
Sharpe (1964) developed an equilibrium model to value assets called Capital Asset 
Pricing Model( CAPM). In connection with the CAPM, the following assumptions are 
adopted: 
1.Investors are risk-averse. 
2.There are no taxes or transaction costs. 
3.Investors can borrow and lend at the same risk-free interest rate. 
4.Returns are normally distributed. 
5.Investors have homogenous expectations. 
 
Mathematically, the CAPM is expressed as follows: 
 
( ) iRFMiRF ekkkir +-+= b  
where 
=Mk expected return of market 
=RFk risk-free rate of return 
=ib beta  
=ir expected return on security i 
ei = residual return on security I  
 
 
The ei is assumed to have zero mean and is an independent variable. 
 
The CAPM can be expressed graphically as follows: 
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Given bi = 1.0, the return on the portfolio is the risk-free rate plus the market risk 
premium.  
 
Provided that the market is efficient, an investor will purchase a particular security in 
which the return of such security is higher than the return predicted by the CAPM while 
an investor will sell a particular security if the return of such security is lower than that of 
the return predicted by the CAPM (Terry J Watsham, 1993). 
 
The beta is used to measure the risk of an individual asset, in other words, beta is the 
covariance if the asset return with the market return. (Terry J Watsham, 1993) The beta 
for the CAPM is defined as follows: 
 
=ib )var(
)cov(
m
mi
k
kr
 
 
The beta of the security shows the relationship between asset’s return and the market’s 
return. The larger the beta, the larger the return to be expected. Terry J Watsham (1993) 
described the implication of beta as follows: 
 
“An important result of this model is that as beta of asset i is the covariance of 
assets i with the market portfolio divided by the variance of the market portfolio, 
beta indicates the contribution of asset i to the riskiness of a portfolio as a 
proportion of the total risk of that portfolio.” 
Required rate of return (%) 
kM 
kRF
Market risk premium, kM - kRF 
 
Risk, bi 
bi = 1.0 
 
( )RFMiRF kkkir -+= b
Risk-free rate 
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From CAPM the important characteristics determining the inclusion of a 
security in a portfolio is not its correlation of returns with other securities, but 
the relationship between the asset’s returns and those of the market portfolio; 
the beta of the security” (Terry J Watsham, 1993)  
 
Hence, we believed that beta may be an appropriate indicator to show how an individual 
security to response to the market. In our research study, we analyzed beta for each 
sample company in order to see how each sample company to be responded to the market. 
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Appendix C 
 
Definition of Simple Regression (Using SPSS Software Package) 
 
a) Regression coefficient of slope is defined as the slope of the least-squares line. 
 
b) Regression coefficient of constant is defined as the intercept of the least-squares line 
 
c) Standard error of constant is the estimated standard error of the constant. 
 
d) Standard error of slope is the estimated standard error of the slope. 
 
e) Standardized coefficients beta is defined as the following formula 
where 
 B1= regression coefficient 
 Sx = standard deviation of the independent variable 
 Sy = standard deviation of the dependent variable 
 
f) T-value for slope is referred to the standardized regression coefficient of slope.  
 
g) T-value for constant is referred to the standardized regression coefficient of constant. 
 
h) Two-tailed observed significance level (p-value) is referred to the level of significance 
to determine whether we do accept the null hypothesis. 
 
i) 95% Confidence interval for regression coefficient of slope is referred to 95% 
confidence that the regression coefficient of slope will fall within this interval. 
 
j) 95% Confidence interval for regression coefficient of constant is referred to 95% 
confidence that regression coefficient of constant will fall within this interval 
 
k) The sample R squared attempts to optimistically es timate how goodness the model fits 
the population. 
 
y
x
S
S
B1
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Appendix D 
 
Sample Industrial Averages 
 
Profitability Ratios 
 
Table A1 
Company No. 93 94 95 96 97
1 8.06% 5.79% 3.95% 2.01% 4.42%
2 12.86% 6.92% 8.43% 3.82% 2.87%
3 -17.46% -4.40% 3.31% -4.51% 6.21%
4 5.38% 4.49% 40.77%18.22% 1.23%
5 -0.71% 2.53% 5.17% 24.86% 5.46%
6 7.44% 5.73% 3.56% 3.22% 2.53%
7 53.55% 57.98%56.15% 54.94% 50.77%
8 0.11% 1.59% 1.68% -5.13% -3.00%
9 5.93% 3.69% 5.01% 4.75% 4.15%
10 1.99% 6.35% 4.37% 13.92%21.42%
11 16.91%10.73% 5.38%14.60%-36.07%
12 26.64%22.55%18.57%19.69%16.72%
13 15.83%10.12%26.76%24.35%28.13%
14 10.48%-9.15% -3.99%-0.71% 3.00%
15 -7.62%-15.60%-17.89%-23.56%10.16%
16 2.55% 4.48% 1.55% 3.02%-121.87%
17 18.29% 8.38% 6.26% 3.79% 4.30%
18 15.94% 39.57%-15.37%47.71%43.36%
19 16.67% 8.86% 0.09% 1.27% -0.04%
20 3.02% 0.74% 1.51% 1.39% 2.09%
21 -9.60%-10.80%-13.17%-20.81%-12.43%
22 32.43%22.64%39.40%33.57%31.11%
Mean 9.94% 8.33% 8.25%10.02% 2.93%
Standard deviation15.11% 16.14% 18.17%19.10%33.34%
Median 7.75% 5.76% 4.16% 3.81% 4.23%
Lower quartile2.13% 1.83% 1.52% 1.30% 1.45%
Upper quartile16.49% 9.80% 7.89%19.32%15.08%
Net Profits Margin
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Table A2 
Company No. 93 94 95 96 97
1 14.71% 10.39% 5.90% 2.16% 6.30%
2 7.43% 4.21% 2.28% 1.91% 0.97%
3 -22.95%-6.95% 6.04% -9.57%14.48%
4 0.66% 0.39% 1.98% 2.15% 0.62%
5 -0.45% 1.84% 3.06% 13.43% 1.46%
6 23.68%13.04% 8.53% 7.40% 7.44%
7 12.80%13.49% 10.13% 11.44% 10.62%
8 0.16% 1.81% 2.10% -6.12% -3.75%
9 7.98% 4.72% 6.31% 6.21% 4.13%
10 1.07% 3.67% 1.90% 3.70% 4.92%
11 13.72% 8.75% 2.91% 4.57%-28.55%
12 7.11% 6.44% 4.14% 3.74% 3.27%
13 2.96% 1.42% 3.33% 2.07% 2.42%
14 21.94% -9.91% -6.77%-1.23% 5.43%
15 -0.39%-0.26%-0.20%-0.25% 0.76%
16 3.16% 4.54% 1.38% 1.61% -23.29%
17 15.03% 9.52% 6.19% 3.18% 3.11%
18 6.54% 2.71% -0.88%1.15% 1.19%
19 21.19% 8.59% 0.04% 0.50% -0.02%
20 4.93% 1.08% 2.85% 2.42% 3.27%
21 -10.26%-10.67%-12.94%-20.61%-11.71%
22 3.89% 2.89% 5.46% 8.21% 9.81%
Mean 6.13% 3.26% 2.44% 1.73% 0.59%
Standard deviation10.61% 6.43% 4.93% 7.06%10.07%
Median 5.74% 3.28% 2.88%2.15% 2.76%
Lower quartile0.76% 1.17% 1.51% 0.66% 0.66%
Upper quartile13.49% 8.05% 5.79% 4.36% 5.30%
Return on Assets
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Table A3 
Company no. 93 94 95 96 97
1 22.04%15.98% 8.89% 3.29%10.12%
2 25.03%10.34% 4.97% 6.74% 5.44%
3 -50.97%-16.76%12.96%-18.53%27.81%
4 0.80% 0.47% 2.42% 2.64% 0.81%
5 -0.54% 2.37% 4.22% 38.17% 5.80%
6 56.02%31.78%28.86%23.98%23.79%
7 20.69%24.94%19.44% 21.85%19.05%
8 0.29% 3.22% 3.11% -8.04%-5.39%
9 18.35% 9.60%13.89%14.78%12.58%
10 3.02% 8.81% 5.07% 10.48%11.43%
11 21.12%14.80% 6.63% 12.47%152.05%
12 10.64% 9.98% 6.80% 6.66% 5.78%
13 4.93% 2.59% 7.20% 4.54% 5.25%
14 53.84%-19.79%-14.34% -3.56%17.36%
15 -0.43% -0.28%-0.21% -0.27% 0.81%
16 8.54% 13.96% 3.87% 3.48%-47.89%
17 36.94%24.12%17.49%10.17%10.74%
18 7.19% 2.92% -0.92% 1.18% 1.22%
19 48.32%14.02% 0.07% 1.32% -0.06%
20 7.56% 1.54% 4.56% 4.40% 6.58%
21 -14.56%-16.03%-21.18%-38.05%-22.45%
22 5.61% 4.66% 9.97%17.64%20.88%
Mean 12.93% 6.51% 5.63% 5.24% 11.90%
Standard deviation23.45%12.93%10.41% 15.17% 35.15%
Median 8.05% 6.73% 5.02% 4.47% 6.19%
Lower quartile1.35% 1.74% 2.59% 1.22% 0.92%
Upper quartile21.81%14.01% 9.70%11.97%16.17%
Return on Equity
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Table A4 
Company no. 93 94 95 96 97
1 25.35%17.98% 9.75% 5.55% 14.22%
2 19.25% 6.97% 6.25% 7.08% 4.32%
3 48.18%-9.06%16.91%-12.69%30.53%
4 1.33% 2.38% 3.26% 2.78% 2.44%
5 16.88%35.72%20.51%20.14% 8.07%
6 47.12%31.90%24.42%20.87%24.12%
7 24.87%18.39%18.64%18.27%15.50%
8 0.91% 2.84% -1.77%-24.02%-1.81%
9 19.72%13.71% 10.74%15.45% 9.29%
10 5.60% 3.41% 5.18% 8.73% 9.38%
11 16.16%13.59% 7.20%17.76%27.40%
12 11.28%10.17% 8.34% 8.32% 9.37%
13 2.78% 3.52% 6.26% 4.19% 20.96%
14 38.40%-27.75%-16.59% 0.32%19.24%
15 1.59% 2.95% 4.80% 3.66% 3.61%
16 13.99%16.14% 2.33% 9.03%-48.45%
17 22.88%19.20%14.08%13.65% 9.43%
18 17.68% 8.44% 29.24% 6.61% 10.83%
19 29.44%17.71% 2.85% 2.33% 7.40%
20 5.54% 1.26% 4.16% 4.04% 6.37%
21 -16.14%-22.97%-22.37%-43.92%-21.84%
22 2.34% 3.44% 7.11% 9.66%13.45%
Mean 16.14% 7.72% 7.33% 4.45% 7.90%
Standard deviation15.76%14.83%11.65% 14.88%16.65%
Median 16.52% 7.70% 6.69% 6.85% 9.38%
Lower quartile3.47% 2.87% 3.49% 3.00% 4.83%
Upper quartile24.37%17.31% 13.24% 12.65%15.18%
Return on Capital Employed
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Short-term Solvency Ratio 
 
 
Table A5 
Company no. 93 94 95 96 97
1 1.73 1.80 1.91 1.84 1.82
2 1.15 3.48 1.17 1.36 1.46
3 1.23 1.24 1.37 1.86 1.78
4 1.04 0.40 0.80 1.59 1.50
5 1.46 1.13 1.11 0.93 1.19
6 1.75 1.52 1.24 1.43 1.21
7 1.39 1.65 1.71 1.99 2.00
8 1.55 1.17 3.17 1.64 1.86
9 1.69 1.22 1.50 1.28 1.12
10 1.57 1.38 1.11 1.08 1.01
11 2.89 1.68 1.55 1.38 0.24
12 1.23 1.43 1.58 1.63 1.66
13 2.23 1.28 1.48 2.03 1.53
14 1.83 2.41 1.43 1.32 1.35
15 0.98 0.36 0.24 1.10 2.28
16 1.03 1.05 0.91 1.00 1.07
17 0.82 1.04 1.09 1.11 1.46
18 3.04 1.06 3.41 4.65 4.46
19 1.24 1.20 1.35 1.07 1.00
20 2.97 2.82 1.79 1.79 1.63
21 2.53 2.32 2.14 1.74 1.43
22 1.82 4.95 5.64 5.28 2.60
Mean 1.69 1.66 1.71 1.78 1.62
Standard deviation 0.66 1.03 1.12 1.09 0.80
Median 1.56 1.33 1.46 1.51 1.48
Lower quartile 1.23 1.14 1.13 1.15 1.19
Upper quartile 1.83 1.77 1.77 1.82 1.81
Current Ratios
 
 
 
 
 
 
 
Appendices 
   
xii 
 
 
Table A6 
Company no. 93 94 95 96 97
1 0.99 1.10 0.98 0.87 0.72
2 0.27 3.41 1.10 1.33 1.41
3 0.71 0.54 0.73 1.16 1.15
4 0.87 0.36 0.77 1.56 1.49
5 1.06 0.97 0.68 0.79 1.08
6 1.51 1.25 0.97 1.04 0.98
7 1.28 0.52 0.49 0.67 0.76
8 1.35 0.92 2.78 1.43 1.77
9 1.39 0.95 1.18 1.01 0.85
10 1.51 1.29 1.04 1.00 0.95
11 2.15 0.72 0.80 0.53 0.15
12 1.21 1.42 1.57 1.61 1.64
13 2.11 1.19 1.38 1.91 1.48
14 1.58 2.04 1.21 1.17 1.14
15 0.98 0.36 0.24 1.10 2.28
16 1.03 0.70 0.58 0.65 0.25
17 0.82 1.04 1.09 1.11 1.46
18 3.04 1.06 3.41 4.65 4.46
19 1.10 0.89 1.15 0.91 0.73
20 2.59 2.01 1.37 1.31 1.28
21 2.16 1.66 1.61 1.48 1.42
22 1.82 4.93 5.59 5.20 2.56
Mean 1.43 1.33 1.40 1.48 1.36
Standard deviation0.66 1.05 1.18 1.17 0.89
Median 1.31 1.05 1.10 1.13 1.21
Lower quartile1.00 0.76 0.77 0.93 0.87
Upper quartile1.76 1.39 1.38 1.47 1.49
Quick Ratio
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Table A7 
Company no. 93 94 95 96 97
1 25.66%27.82%29.73%30.46%31.87%
2 8.81%35.60% 8.25%20.96%26.16%
3 10.18%10.14% 15.82%40.83%38.98%
4 0.26% -7.63%-1.47% 5.55% 7.11%
5 6.94% 2.75% 2.60% -1.57% 5.97%
6 39.82%30.33%15.73%22.84%13.35%
7 10.97%11.69%10.91%15.13% 14.21%
8 23.77% 7.55% 39.06%18.72%25.85%
9 29.58%9.75% 22.24%13.42% 4.30%
10 17.18%11.66% 4.52% 3.01% 0.37%
11 54.97%30.63%27.99%23.77%-275.86%
12 3.54% 7.84%10.28%13.02%11.15%
13 9.05% 3.55% 6.47% 8.98%7.41%
14 44.35% 55.13% 26.19%21.76%24.08%
15 -0.14% -3.05% -6.26% 0.78% 7.88%
16 1.94% 2.91% -4.47% -0.17% 2.98%
17 -7.85% 1.89% 4.18% 5.72% 21.03%
18 14.88%0.37% 7.53% 8.92% 7.33%
19 9.00% 4.98% 6.29% 1.67% 0.04%
20 50.28%48.78%32.54%35.74%31.70%
21 46.75%40.57%38.61%26.96%16.37%
22 8.61%28.27%27.59%28.01%24.11%
Mean 18.57%16.43% 14.74% 15.66% 2.11%
Standard deviation18.23%17.64%13.69%12.26%63.08%
Median 10.58% 9.95% 10.59%14.28%12.25%
Lower quartile7.36% 3.07% 4.96% 5.59% 6.25%
Upper quartile28.60%29.82%27.24%23.54%24.10%
Net Working Capital to Total Assets
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Long-term Solvency Ratios 
 
 
Table A8 
Company no. 93 94 95 96 97
1 35.23%34.83%32.52%36.36%38.79%
2 69.03%47.95%58.38%78.30%81.99%
3 55.36%50.10%46.61%47.52%49.82%
4 15.40% 16.99%18.42%15.60%27.71%
5 16.31% 22.39%25.19%53.73%55.06%
6 53.52%62.32%74.15% 62.51%70.87%
7 30.90%36.07%36.24%35.64%26.81%
8 43.07%44.57% 18.11%29.56%30.09%
9 49.02%50.46%56.18%56.77%68.74%
10 60.11%56.35%64.03%61.94%49.81%
11 31.49% 47.79%61.26%65.14%374.45%
12 26.79%32.68%34.82%38.13%31.55%
13 23.94%33.39%33.63%32.23%29.17%
14 54.79%39.46%60.99%69.09%67.96%
15 7.59% 6.45% 8.23% 7.63% 6.18%
16 59.29%66.59%57.55%48.98%54.66%
17 60.11%57.64%66.07%68.26%71.10%
18 7.61% 6.46% 3.25% 2.47% 2.12%
19 51.73%32.47%34.15% 39.75%53.23%
20 28.42%29.57%42.25%46.87%53.15%
21 30.63%30.70%40.41% 45.01% 45.33%
22 34.71% 25.78%49.25%47.08%49.59%
Mean 38.41%37.77%41.90%44.94% 60.83%
Standard deviation18.21%16.50%19.49%19.74%73.00%
Median 34.97%35.45% 41.33% 46.97%49.81%
Lower quartile27.19%29.85%32.80%35.82%30.45%
Upper quartile54.47% 49.56%58.17%60.65%64.74%
Total Debt to Total Assets
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Table A9 
Company no. 93 94 95 96 97
1 54.40% 53.43% 48.19%57.14% 63.51%
2 167.58%56.00%113.48%197.29%200.40%
3 112.59%97.71%86.69%87.05%99.38%
4 16.42%19.50%19.96%17.85%32.34%
5 19.24%29.95%34.34% 96.00%112.13%
6 113.96%152.57%224.08%136.13%201.42%
7 49.33%52.02%49.19%49.27%37.66%
8 75.53%79.85%22.22%42.25%43.39%
9 87.99%93.56%102.79%114.17%112.64%
10 85.80%82.37%110.59%101.39%84.20%
11 44.34% 87.06%124.80%175.88%-143.46%
12 34.01% 42.40%45.48%53.79%42.74%
13 30.75%49.55% 51.05% 46.86%47.19%
14 120.84%65.45%157.39%215.97%213.18%
15 8.21% 6.88%8.97% 8.26% 6.58%
16 158.39%203.21%113.03%79.95%91.51%
17 109.75%105.57%125.07%146.77%132.86%
18 8.21% 6.89% 3.35% 2.53% 2.17%
19 82.64%43.51% 56.68%78.80%80.98%
20 38.14%40.87%72.74%86.03%106.35%
21 45.39%46.90%64.23%76.20%72.96%
25 39.42%32.28%55.70%53.18%61.49%
Mean 68.31%65.80%76.82%87.40%77.35%
Standard deviation46.68%46.25%53.30%57.83%76.48%
Median 51.86%52.73%60.45%79.38%76.97%
Lower quartile35.04%41.25% 46.16%50.25%42.90%
Upper quartile104.31% 85.89%112.42%110.97%110.68%
Total Debt to Total Equity
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Table A10 
Company no. 93 94 95 96 97
1 54.40% 53.43% 48.19%57.14% 63.51%
2 222.90%92.15%141.69%397.36%500.97%
3 142.32%114.22%94.33%87.05%99.38%
4 18.22%20.51%22.69%19.20%38.39%
5 19.49%30.35%35.32%219.27%214.90%
6 115.15%166.75%294.42%173.89%252.94%
7 51.81%70.56%68.50%68.64%45.71%
8 75.64%80.54%22.25%42.34% 43.41%
9 98.51%103.61%131.11%137.92%246.47%
10 149.58%131.52%190.40%167.42%101.01%
11 45.87%91.55%158.12%186.92%-136.44%
12 39.64%52.31%58.63%71.38%53.31%
13 39.07%71.26%73.64%71.15% 62.53%
14 124.30%65.84%157.70%225.53%213.69%
15 8.21% 7.01% 8.97% 8.26% 6.58%
16 166.70%219.58%138.19%96.23%121.65%
17 154.85%144.33%204.78%224.79%255.76%
18 8.24% 6.91% 3.36% 2.53% 2.17%
19 108.02%48.21%77.56%118.41%112.81%
20 39.70%42.50%74.06%88.22%113.45%
21 45.39%46.90%71.52%88.87%83.18%
22 54.35% 42.09%109.17%98.08%107.44%
Mean 81.02%77.37%99.30%120.48%118.31%
Standard deviation59.27%53.06%72.32%91.75%127.03%
Median 54.37%68.20%75.81%92.55%100.19%
Lower quartile39.66%43.60%50.80%69.27%47.61%
Upper quartile122.02%100.75%140.81%172.27%190.68%
Total Debt to Equity
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Table A11 
Compnay no. 93 94 95 96 97
1 63.99 63.19 73.19 89.24 60.32
2 36.85 37.95 89.58 50.06 90.40
3 66.32 47.89 44.10 49.51 55.69
4 27.48 29.24 42.21 26.31 46.46
5 37.97 58.47 85.75 89.24218.89
6 74.46 109.80 94.02 86.42 67.68
7 21.40 45.87 77.48 70.77 66.73
8 136.29142.58113.75 108.29 78.71
9 68.19 68.7855.02 54.21 57.54
10 40.80 66.38 83.85103.87102.19
11 194.88140.83183.03326.50131.06
12 83.18 71.21 90.48127.54 136.85
13 120.17171.09295.28460.20438.24
14 78.78172.06126.88135.47 126.43
15 254.43 338.01222.96224.56 28.43
16 83.80114.78112.54 125.98248.67
17 122.49 89.94111.95 117.99111.24
18 1.86 18.81 34.44 62.48 39.95
19 80.05 80.80121.53 118.57104.35
20 22.60 32.72 49.46 76.74 98.49
21 100.17125.60130.54 121.40 120.15
22 56.13 25.77 21.84 34.60 33.84
Mean 80.56 93.26 102.72120.91111.92
Standard deviation58.79 71.70 63.98100.22 91.31
Median 71.33 70.00 90.03 96.56 94.45
Lower quartile38.67 46.37 59.56 64.55 58.24
Upper quartile96.08122.90119.58124.83124.86
Debtor's Day
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Table A12 
Company no. 93 94 95 96 97
1 1.83 1.79 1.49 1.07 1.43
2 0.58 0.61 0.27 0.50 0.34
3 1.31 1.58 1.83 2.12 2.33
4 0.12 0.09 0.05 0.12 0.51
5 0.64 0.73 0.59 0.54 0.27
6 3.18 2.28 2.39 2.30 2.94
7 0.24 0.23 0.18 0.21 0.21
8 1.51 1.13 1.25 1.19 1.25
9 1.35 1.28 1.26 1.31 0.99
10 0.54 0.58 0.44 0.27 0.23
11 0.81 0.82 0.54 0.31 0.79
12 0.27 0.29 0.22 0.19 0.20
13 0.19 0.14 0.12 0.08 0.09
14 2.09 1.08 1.70 1.72 1.81
15 0.05 0.02 0.01 0.01 0.07
16 1.24 1.01 0.89 0.53 0.19
17 0.82 1.14 0.99 0.84 0.72
18 0.41 0.07 0.06 0.00 0.00
19 1.27 0.97 0.42 0.40 0.57
20 1.63 1.46 1.89 1.74 1.57
21 1.07 0.99 0.98 0.99 0.94
22 0.12 0.13 0.14 0.24 0.32
Mean 0.97 0.84 0.81 0.76 0.81
Standard deviation0.78 0.62 0.71 0.70 0.79
Median 0.82 0.89 0.57 0.52 0.54
Lower quartile0.30 0.25 0.19 0.22 0.21
Upper quartile1.34 1.13 1.26 1.16 1.19
Sales to Total Assets
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Table A13 
Company no.93 94 95 96 97
1 6.40 7.17 4.89 2.98 3.24
2 0.95 67.42 7.28 24.59 12.12
3 5.50 5.20 6.81 7.31 6.58
4 8.59 17.45 20.72 36.62 313.86
5 9.48 17.39 5.32 11.06 6.85
6 19.04 12.35 10.53 10.51 16.67
7 6.61 0.88 0.87 0.96 1.05
8 14.66 10.06 19.32 21.82 45.17
9 10.53 9.63 7.83 9.76 8.06
10 30.11 19.79 13.49 9.13 9.37
11 2.90 1.62 1.15 0.54 7.27
12 73.92 142.46 79.97 34.76 55.61
13 15.97 14.06 8.55 7.41 12.63
14 10.29 9.82 10.49 16.09 10.97
15
16 4141.17 3.97 6.06 3.98 0.76
17 10.71 8.16 6.27 3.62 1.77
18
19 16.90 9.20 8.59 9.03 6.30
20 14.46 6.59 9.79 7.76 8.16
21 9.83 5.43 5.68 13.20 196.80
22 N/A 93.99 61.73 49.44 49.43
Mean 232.00 23.13 14.77 14.03 38.63
Standard deviation946.78 36.22 20.02 13.12 78.17
Median 10.53 9.72 8.19 9.45 8.76
Lower quartile7.60 6.30 5.97 6.47 6.51
Upper quartile16.44 17.40 11.27 17.52 23.79
Turnover to Stock
N/A
N/A
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Earning Ratios 
 
 
Table A14 
Company no. 93 94 95 96 97
1 47.94%61.86%67.66%85.70%67.55%
2 35.81%36.04%33.59%717.34%34.94%
3 0.00% 0.00% 0.00%47.54% 42.68%
4 0.00%33.63%93.60%74.23%44.35%
5 47.53%19.72%26.69%24.29%30.54%
6 57.12%45.95% 43.01% 47.09%50.26%
7 83.65%68.72%63.58%59.58%56.87%
8 7.13% 39.10%41.58% 0.00% 0.00%
9 50.63%54.12% 55.00%90.73%48.91%
10 50.51% 21.09%55.93%45.69%32.29%
11 26.20%16.79% 0.69% 0.00% 0.00%
12 39.52%39.29%51.96%50.01%43.83%
13 25.03%24.24%50.09%12.73%20.79%
14 39.27% 0.00% 0.00% 0.00%21.05%
15 0.00% 0.00% 0.00% 0.00% 0.00%
16 43.93%40.76%45.53% 52.56% 0.00%
17 5.62% 61.71%27.90%23.23% 0.00%
18 25.26%45.02%10.57%32.47%19.17%
19 47.08%45.17% 38.62%44.42% 21.25%
20 60.96% 0.00%56.08%35.21%38.84%
21 0.00% 0.00% 0.00% 0.00% 0.00%
22 28.12%12.94%805.96%39.55%23.03%
Mean 32.79%30.28%71.27%67.38%27.11%
Standard deviation23.25%22.18%166.13%147.73%20.92%
Median 37.54%34.84%42.29%41.98%26.78%
Lower quartile11.60%13.90%14.60%15.35% 4.79%
Upper quartile47.84%45.13% 55.70%51.92%43.55%
Dividend Payout
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Table A15 
Company no. 93 94 95 96 97
1 115.12 22.33 62.32 3.33 7.30
2 28.96 7.42 4.34 2.87 2.98
3 13.80 -2.72 5.46 -4.80 90.91
4 1.87 2.10 2.30 3.06 1.55
5 115.08 65.55 23.14 13.44 3.58
6 374.49 25.03 11.26 8.52 11.86
7 11592.50148.61 26.57 40.43 267.29
8 1.54 4.45 -2.26 -71.55-216.34
9 N/A 34.24 6.92 6.43 9.08
10 1.74 1.33 1.10 1.74 1.67
11 23.56 11.93 1.48 2.32 -6.77
12 10.21 7.61 4.39 4.40 5.99
13 12.12 4.67 4.61 2.31 22.89
14 97.00 -42.65 -13.85 0.07 5.67
15 4.82 10.70 15.56 8.12 7.57
16 11.36 5.56 1.83 3.04 -7.18
17 9.42 6.17 4.07 2.12 2.67
18
19 20.16 24.46 1.96 0.67 3.15
20 593.46 6.44 10.60 9.75 39.10
21 -717.10-195.69-65.13 -19.41 -7.34
22 87.00 5.51 10.69 6.62 7.18
Mean 619.86 7.29 5.59 1.12 12.04
Standard deviation2593.05 58.67 21.99 19.62 79.43
Median 16.98 6.44 4.39 3.04 5.67
Lower quartile8.27 4.45 1.83 1.74 1.67
Upper quartile101.52 22.33 10.69 6.62 9.08
Interest Cover
N/A
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Table A16 
Company no. 93 94 95 96 97
1 0.18 0.18 0.14 0.06 0.09
2 0.61 0.61 0.35 0.35 0.22
3 0.01 0.01 0.08 0.08 0.12
4 0.37 0.37 0.73 0.68 0.47
5 0.19 0.58 0.38 0.38 0.46
6 0.15 0.12 0.13 0.13 0.16
7 2.51 3.78 4.40 4.40 5.66
8 0.30 0.06 0.10 0.10 0.03
9 0.14 0.14 0.14 0.14 0.18
10 0.99 0.99 2.36 1.20 1.32
11 0.12 0.12 0.10 0.08 -1.89
12 2.23 2.72 2.11 2.11 2.86
13 0.20 0.20 0.19 0.29 0.42
14 0.15 0.07 -0.01 -0.01 0.06
15 0.04 0.04 0.03 0.06 0.15
16 0.21 0.21 0.30 0.12 -1.40
17 0.21 0.18 0.16 0.16 0.10
18 0.28 0.16 0.85 0.85 0.42
19 0.19 0.23 0.13 0.13 0.49
20 0.04 0.01 0.03 0.03 0.04
21 0.14 -0.06 -0.05 -0.05 -0.03
22 0.18 3.35 0.41 0.41 0.90
Mean 0.43 0.64 0.59 0.53 0.49
Standard deviation0.66 1.11 1.06 1.00 1.45
Median 0.19 0.18 0.15 0.14 0.17
Lower quartile0.14 0.08 0.10 0.08 0.07
Upper quartile0.30 0.53 0.40 0.40 0.47
Earning Per Share
 
 
Appendices 
   
xxiii 
 
 
Table A17 
Company no. 93 94 95 96 97
1 9.89 5.20 4.53 9.82 6.96
2 2.48 3.09 4.47 3.67 5.86
3 57.14 125.71 7.38 5.63 5.98
4 30.65 16.67 6.97 12.65 7.23
5 5.77 2.88 2.98 3.73 3.58
6 5.94 9.85 6.43 7.93 8.14
7 8.60 9.59 9.63 13.11 12.15
8 4.06 19.05 4.46 3.66 15.03
9 8.10 8.24 6.50 8.18 5.90
10 11.22 6.27 2.37 7.51 4.46
11 21.30 7.56 8.60 8.65 0.00
12 8.78 7.91 12.19 17.00 16.15
13 17.44 7.07 6.08 6.93 4.33
14 4.93 9.13 0.00 0.00 7.88
15 29.00 7.50 9.86 17.90 2.47
16 6.84 7.18 3.82 9.66 0.00
17 7.64 6.56 3.89 5.10 9.52
18 5.74 12.18 1.67 1.63 3.92
19 8.06 9.40 9.76 15.94 3.55
20 18.33 72.86 10.93 11.11 9.87
21 4.55 0.00 0.00 0.00 0.00
22 16.82 1.99 13.82 17.07 10.35
Mean 13.33 16.18 6.20 8.49 6.52
Median 8.35 7.74 6.26 8.06 5.94
Standard Deviation12.52 28.44 3.81 5.45 4.45
Lower Quartile5.81 6.34 3.84 4.07 3.67
Upper Quartile17.29 9.79 9.37 12.27 9.18
Price Earning
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Appendix E  
 
(~ Please refer to the Excel file for Appendix E ~) 
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) -0.00662927 0.014899204 -0.444941 0.658018 -0.03645327 0.023194725
KM 0.00460835 0.166461502 0.003635084 0.027684 0.978009 -0.328600554 0.337817247
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.02534735 0.021734107 1.166248 0.248288 -0.018158189 0.068852897
KM 0.60286828 0.242824524 0.309944769 2.482732 0.015953 0.116802183 1.088934379
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.01022464 0.027139317 0.376746 0.707737 -0.044100606 0.064549887
KM 0.6760424 0.303214284 0.280966015 2.229586 0.029661 0.069093059 1.282991736
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.01005198 0.018628435 0.539604 0.591536 -0.027236882 0.047340847
KM 1.50010684 0.208126369 0.687379184 7.207673 7.75E-10 1.083496645 1.916717035
a Dependent Variable: KJ
Results of Simple Regression Analysis
Company no. 2
Company no.1
Company no. 3
Company no. 4
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.01139483 0.013406781 0.84993 0.398859 -0.015441758 0.03823142
KM 0.64909735 0.149787394 0.494554039 4.333458 5.91E-05 0.349265305 0.948929401
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.01568665 0.01865671 0.840805 0.40391 -0.021658814 0.053032114
KM 0.60222918 0.208442277 0.354702285 2.889189 0.005423 0.184986629 1.019471734
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.23075193 0.081537464 2.830011 0.006384 0.067536965 0.3939669
KM 1.21745317 0.910978094 0.172840086 1.336424 0.18663 -0.606067628 3.040973958
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.03714929 0.046362318 0.801282 0.426239 -0.055654971 0.129953557
KM 1.20622428 0.517983447 0.292408132 2.328693 0.023382 0.169367753 2.243080811
a Dependent Variable: KJ
Company no. 5
Company no. 6
Company no. 7
Company no. 8
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.01198484 0.017348587 0.690825 0.492431 -0.022742132 0.046711809
KM 0.56399593 0.193827255 0.356909864 2.909786 0.005121 0.17600852 0.951983336
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.0408637 0.018923804 2.159381 0.034968 0.002983589 0.07874381
KM 0.20261223 0.211426387 0.12484787 0.958311 0.341884 -0.220603672 0.625828127
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.00445448 0.022235865 0.200329 0.841924 -0.040055442 0.0489644
KM 0.94485687 0.248430419 0.44678306 3.803306 0.000346 0.447569352 1.442144386
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.06993857 0.024178953 2.892539 0.005373 0.021539134 0.118338001
KM 1.1765301 0.270139585 0.496430797 4.355267 5.48E-05 0.635786962 1.717273232
a Dependent Variable: KJ
Company no. 9
Company no.10
Comapany no. 11
Company no. 12
Company no. 13
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) -0.00825277 0.015877576 -0.519775 0.605198 -0.040035191 0.023529653
KM 1.14908081 0.177392373 0.647893154 6.477622 1.99E-08 0.793991389 1.504170222
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) -0.01099265 0.02027562 -0.542161 0.589785 -0.051578713 0.029593415
KM 0.6885695 0.226529564 0.370689972 3.039645 0.00355 0.235121304 1.14201769
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) -0.00341134 0.01967773 -0.17336 0.862972 -0.042800597 0.035977917
KM 0.79872044 0.21984963 0.430558715 3.633031 0.000595 0.358643593 1.238797297
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.00167323 0.016017363 0.104463 0.917162 -0.030389009 0.033735464
KM 0.6128478 0.178954146 0.410116698 3.424608 0.001136 0.254632158 0.971063449
a Dependent Variable: KJ
Company no. 14
Company no. 15
Company no. 16
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) -0.00510287 0.01507571 -0.338483 0.736221 -0.035280186 0.025074439
KM 0.58254191 0.168433514 0.413492955 3.458587 0.001024 0.245385603 0.919698226
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.00901051 0.009831643 0.916481 0.36321 -0.01066966 0.028690683
KM 0.30602557 0.109844123 0.343553272 2.785999 0.007199 0.086148672 0.525902478
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.01380019 0.018556665 0.743678 0.460073 -0.023345015 0.050945389
KM 0.97322316 0.207324522 0.524711214 4.694202 1.68E-05 0.558218033 1.388228278
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) -0.00951735 0.017568437 -0.54173 0.59008 -0.044684397 0.025649699
KM 0.70083845 0.196283533 0.424496999 3.570541 0.000724 0.30793427 1.093742635
a Dependent Variable: KJ
Company no. 19
Company no. 20
Company no. 17
Company no. 18
Company no. 21
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.12308843 0.098190186 1.253572 0.215027 -0.073460582 0.319637446
KM -0.54489834 1.097030797 -0.065082009 -0.496703 0.621276 -2.740844082 1.651047407
a Dependent Variable: KJ
Coefficients
Unstandardized Coefficients Standardized Coefficients t Sig. 95% Confidence Interval for B
Model B Std. Error Beta Lower Bound Upper Bound
1 (Constant) 0.03162449 0.01582488 1.998403 0.050368 -5.24475E-05 0.063301429
KM 1.08130666 0.176803618 0.626145042 6.115863 8.55E-08 0.727395767 1.435217561
a Dependent Variable: KJ
Company no. 22
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 Appendix F 
 
Letter to Invite Questionnaire Completion 
 
Room 510 Hall C (HC 510) 
Southern Student Hostel 
Lingnan College 
Tuen Mun 
 
6 February 1999 
 
The Financial Controller 
XXX Ltd. 
XXX Building 22 XXX Street 
Kowloon, Hong Kong 
 
Dear Sir/Madam 
 
Invitation to Complete a Questionnaire 
 
We are final year Accounting students of the BBA (Honours) programme of Lingnan 
College. In fulfillment of the graduation requirements, we are conducting a research 
project on how construction companies are adapting to change of the economic 
environment of Hong Kong. 
 
In order to identify the possible factors that affect the financial performance of construction companies in 
Hong Kong, we would like to invite some listed construction companies to participate our study. We would 
greatly appreciate if you would take a few minutes to complete the enclosed questionnaire. Your valuable 
opinion will be a great contribution to the success of our research project. All information collected will be 
kept strictly confidential and will only be used in this resea rch project. 
 
May we express our heartfelt thanks you in advance for your efforts in completing the questionnaire. Our 
returning date is extended to 15th February 1999. If you have any questions, please feel free to contact 
Mabel at 92240040 or Alex at 92279953. 
 
Yours faithfully 
 
 
 
 
Hui Mei Yan, Mabel 
Tse Shun Kwong, Alex 
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Appendix G 
 
The Questionnaire 
 
Section 1: Project sources  
?????????   
Please tick the appropriate answer 
??ü??????? 
 
1. Has your company participated in any government construction project in the past 5 
years? 
????????????????? 
 
? Yes ? No (Please go to Q4) 
??? ???? (?????) 
 
2. Please indicate the proportion of gross profits derived from government construction 
projects and private construction projects in the past five years 
??????????????????????????????? 
 
 Government construction projects?Private construction projects 
????????? ? 
1993:  ?? ?   = 100% 
1994:  ?? ?  = 100% 
1995:  ?? ?  = 100% 
1996:  ?? ?  = 100% 
1997:  ?? ?  = 100% 
 
 
3. Please identify the categories of construction work that your company was involved 
in government projects during the past 5 years by circling the related contract size. 
(You can choose more than one option.) 
??ü???????????????????????????????
?? (??????) 
A: under HK$6 million B: HK$6 to HK$30 million C: over HK$30 
 
? Building A B C 
????  
? Port work A B C 
????  
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? Road and drainage A B C 
??????? 
? Site formation A B C 
????  
? Water works A B C 
??????? 
? Others (Please specify)  A B C 
?? ?????  
 
 
4. What is the proportion of contracts and subcontracts completed by your company in 
the past year? 
?????????????????????. 
% 
· Done by all contractors   
??????????? 
· Done by Labour only subcontractors   
???????????? 
· Done by fee subcontractors   
??????????????? 
Total: 100% 
 
5. On average, what is the proportion of the different projects undertaken by your 
company? 
???????????????????????????? 
% 
· Less than 6 months   
????  
· 6 months to Less than a year   
??????? 
· 1 to 2 years   
????  
· 3 to 4 years   
????  
· 5 to 6 years   
????  
· 7 years of above   
????? 
Total: 100% 
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Section 2: Factors affecting profits  
????:?????????  
 
Listed below are factors that may affect the profitability of a construction company. 
Please circle the appropriate number, which shows the extent each of these factors 
negatively affect your company’s profit during the PAST 5 YEARS. 
(1=slighly affect; 6=greatly affect; 0=not applicable) 
?????????????????. ?????????????????
????????????? 
( 0 =????1 =????????6 =????????) 
 
6. Political uncertainty caused by sovereignty transformation  1 2 3 4 5 6 0 
??????????? 
 
7. Increasing housing supply by Housing Authority 1 2 3 4 5 6 0 
????????? 
 
8. Government policies to cool property prices 1 2 3 4 5 6 0 
????????  
 
9. The bank prime lending rate 1 2 3 4 5 6 0 
??????????? 
 
10. Decrease in suitable contract  1 2 3 4 5 6 0 
????????????  
 
11. Fluctuation of the cost of construction materials 1 2 3 4 5 6 0 
????????  
 
12. Increased cost of labour and materials due to inflation 1 2 3 4 5 6 0 
??????????????????  
 
13. Shortage of quality and skilled labour in the construction 1 2 3 4 5 6 0 
market 
??????????????? 
 
14. The performance of newly-recruited project managers 1 2 3 4 5 6 0 
??????????  
 
15. Inaccurate estimation of the project prices 1 2 3 4 5 6 0 
????????? 
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16. Losses caused by the delay in finishing projects 1 2 3 4 5 6 0 
????????????  
 
17. Progress affected by bad weather 1 2 3 4 5 6 0 
??????? 
 
18. Others (Please specify) 
?? (???) 
a)  1 2 3 4 5 6 0 
b)  1 2 3 4 5 6 0 
c)  1 2 3 4 5 6 0 
 
Section 3: Factors affecting future profits  
????:???????????  
 
Listed below are the factors that may affect the future profitability of a construction 
company. Please circle the appropria te number, which shows the extent each of these 
factors negatively affect your company’s profit in the COMING YEAR. 
(1=slightly affect; 6=greatly affect; 0=not applicable) 
?????????????????. ?????????????????
?????????? 
( 0 =????1 =????????6 =????????) 
 
19. Government’s policy to freeze land sales 1 2 3 4 5 6 0 
????????? 
 
20. The bank prime leading rate 1 2 3 4 5 6 0 
??????????? 
 
21. Decrease in suitable contract  1 2 3 4 5 6 0 
????????????  
 
22. Downturn of construction industry intensified competition 1 2 3 4 5 6 0 
????????????  
 
23. Fluctuation of construction material prices 1 2 3 4 5 6 0 
????????  
 
24. Shortage of quality and skilled labour in the construction 1 2 3 4 5 6 0 
market 
??????????????? 
 
25. Decrease in property demand due to the economic down 1 2 3 4 5 6 0 
turn 
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?????????????  
 
26. Inaccurate estimation of the project prices 1 2 3 4 5 6 0 
???????? 
 
27. Losses caused by the delay in finishing projects 1 2 3 4 5 6 0 
????????????  
 
28. Progress affected by bad weather 1 2 3 4 5 6 0 
??????? 
 
29. Others (Please specify) 
?? (???) 
a)  1 2 3 4 5 6 0 
b)  1 2 3 4 5 6 0 
c)  1 2 3 4 5 6 0 
 
~ End. ~ 
? 
Thanks for your cooperation. 
????  
 
 
~~ ??????????????????????????????~~ 
~~ Please fold and seal using the sticker provided here ~~ 
 
